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Ticker Symbol: “TELECOM”

Series-A1 Shares, without par value
corresponding to the fixed minimum capital not entitled to mthdrawal
that are outstanding as of December 31, 2004: i

3,538,821,170 Shares of Stock Class “A-1"

The securities of Carso Global Telecom, S.A. de C.V. are registered in the Securities Section of the
National Registry and are listed on the Mexican Stock Exchange (Bolsa Mexicana de Valores, S.A
de C.V.}). Inscription in the National Share Registry does not certify the creditworthiness of the
security and solvency of the issuer. .
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SECTION 1: INFORMATION ABOUT CARSO GLOBAL TELECOM

1) GENERAL INFORMATION

a) Glossary of Terms and Definitions

ADS
América Telecom
AMX

Banco Inbursa

Banesci
BMV
Company
CNBV

Provisions

Dollars

EBITDA

GCarso
GFinbursa
GT2000 -
iIMCP
IMPAC

Indeval

INPC

Inveresci

American Depositary Shares
América Telecom, S.A. de C.V.
América Movil, S.A. de C.V.

Banco Inbursa, S.A., Institucién de Banca Multiple, Grupo Financiero
Inbursa. (Full-Service Bank)

Banesci2000, S.A. de C.V.

Mexjcan Stock Exchange

Carso Global Telecom, S.A. de C.V.

National Banking and Securities Commission

General Provision applicable to securities issuers and other participants in
the stock market, published in the Federal Official Gazette on March 19,
2003.

N

Legal currency of the U.S.

Earnings Before Interest, Taxes, Depreciation and Amortization. Also
known as operating flow.

Grupo Carso, S.A.de C.V.

Grupo Financiero Inbursa, S.A. de C.V.
GT2000, SA.de C.v.

Mexican Institute of Public Accountants
Asset Tax

S.D. Indeval, S.A. de C.V., Institucién para el Depésito de Valores
(Securities Deposit) )

National Consumer Price Index

Inveresci2000, S.A. de C.V.



- . ; !nvérsofé Bursétil h ‘. Inverscra Bursétit, S.A. de C.V._, Casa de Bolsa, Grupo Financiero
. ‘ ’ Inbursa. (Full-service Bank)
.. : ISR Income Tax
: LGSM . General Corpofation and Partnership Law
! .
® | LIBOR L London interbank Offer Rate.
! LMV Securities Exchange Law
" Mancera Mancera, S.C.,.inteérante de Ernst & Young Global.
i Mexico -~ United Mexican States
é GAAP _ Generally Accepted Accoﬁnting Principles
: Pesos Legal currency of Mexico (MXP)
. PIB _ ' Gross Domestic Product
: RNV : National Share Registry
o | - .
P SBC SBC Communications, Inc.
; Telmex : Teléfonos de México, S.A. de C.V. and Subdidiaries
*
@

[Space left blank intentionally]




b) Executive Summary

The Company was incorporated on June 24, 1996 as a result from the spin-off from GCarso that
was approved by the general extraordinary shareholders' meeting held on April 30, 1996. The purpose of
such spin-off was to separate the ownership of Telmex and other companies' shares in the
telecommunications industries. This implied the rights to various ADS option and sale agreements
corresponding to Telmex shares.

The Company is solely a stockholder; therefore, it does not have employees and the administrative
services are rendered by an affiliated company. To December 31, 2004, 70.58% of Telmex' shares
entitled to vote were directly or indirectly owned by the Company. Although the Company effectively

manages its subsidiaries through the board of directors, such subsidiaries are operated independently by

their management.

The Company’s operations are carried out fundamentally through its subsidiary, Telmex. The
Company’s equity interest in Telmex {o December 31, 2004 totaled 40.75% of aII Telmex' outsianding
shares (including non-voting shares). As of sald date, the Company had 4.822 billion' shares.

In September 2000, Telmex announced that it was spilitting from the celiular telephone business
and from the majority of its international investments to create AMX. Telmex transferred to AMX part of its
assets, liabilities and capital mainly related to the cellular telephone business and various international
investments. The purpose of said split was to create two companies with different management, Each
would be focused in its own business in order to quickly and efficiently capitalize the challenges and
opportunities that could arise in the markets. Consequently, Telmex' shareholders received an equivalent
number of AMX' shares in proportion to the number of Telmex stock they owned.

Once AMX' registration process was approved by the Mexican and foreign authorities, its series-L
and series-A shares, as well as its ADS, were listed in the NY and Madrid Stock Exchange during the first

" quarter of 2001.

fn 2000, SBC entered into two trust agreements with Banco Inbursa, which contributed shares of
capital stock from both Telmex and AMX. Said agreements are still in force and effect. Furthermore, at the
beginning of 2001, the Company converted Telmex’ series-L shares with limited voting rights into series-
AA shares

On November 28, 2000, the Company's general extraordinary shareholders’ meeting approved the
merger (with the Company as the surviving party) with GT2000 as the acquired company. GT2000 owned
shares of Telmex' stock and had been incorporated from a split with GFinbursa. As a result of this merger,
the Company issued additional capital so that one series A-1 share of the Company egualed 6.83453
shares from GT2000.

The general extraordinary shareholders’ meeting dated December 21, 2001 approved the
Company's merger. The Company became the surviving company and Banesci e Inveresci became the
acquired company. As a result of the merger, 967 series A-1 shares were issued corresponding to the
minimum fix portion of the Company's capital. Because of the merger, said shares were given to Banesci
e Inveresci's stockholders.

In order {0 separate the ownership of AMX (whose principal activity is cellular telecommunications
and various international investments) shares from the Company, the Company approved a spin-off at its
general extraordinary shareholders’ meeting dated November 30, 2001. Consequently, on December 5,
2001 America Telecom was incorporated. Therefore, as of said date each of these companies operates
independently and has the capacity to manage its own assets.

! Bilion: 10° [transtator's note].



" Once the rsplit was authorized whereby the Company became the spinning off party and America
Telecom became the spun-off company, the Company's principal investment was placed mainly in
Telmex, comprising 99% of its assets.

The execution of the resolutions adopted by the Company's general extraordinary shareholders’
meeting in which the split was approved, during May 2002 the certificates issued by the spun-off company
were handed in. The Company’s shareholders received one ‘'share of paid capital stock of America
Telecom for each share of the Company's capital stock. Because these shares were deposited in Indeval,
the exercise of this right was carried out pursuant to the applicable legal and administrative procedures.

Once concluded foregoing procedure, as of May 2, 2002, the Company and America Telecom's

shares began to be iisted separately in the BMV. They were listed at $14.32 for the Company and $8.00
for America Telecom.

To December 31, 2004, there were 3,539 million shares of capital stock outstanding of the
Company that wefe completely subscribed and paid. The price per share at the close of the 2004 fiscal
year in the stock exchange was $19.85 MXP per share. In November, it reached the highest price at
$20.2 MXP per share and the lowest price of $15 MXP per share was reached in July.

The following table shows the price variations for the Company's shares, as well as the amount of
the price and trading index, as if these were comparable indexes. The first amount corresponds to the
price at the close of the fiscal year ending on December 31, 2003, equivalent to 100.

Performance of the Shares of Stock
(Dec03 = 100)
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The selected consolidated financial information shown below is partially based upon the Company’s
audited financial statements that were prepared by the Company and audited by Mancera, as external
auditors. The selected financial information should be read with the audited financial statements. _
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CARSO GLOBAL TELECOM, $.A. DE C.V. AND SUBSIDIARIES
Selected Financial Information ‘
Thousands of Constant MXP to December 2004

{Except for the share average)

Description - 2004 2003
Net Sales | 138801957  122.912,368
Operational Profit 41,868,820 40,340,273
Majority Net Profit o 8,572,269 16,287,592
Majority Net Profit per Share 2.39 1.71
Investments in Fixed Assets : 19,583,699 10,439,243
Depreciation and Amortization of the Fiscal Year 24,895,678 22,976,082
Total Assets - 264,303,284 200,361,731
Total Long Term Liabilities . 120,933,200 85,339,143
Consolidated Net Worth ] | 91,503,526 72,628,205
Data
Maijority Net Pioﬁt 8,572,269 6,287,502
Share Average {millions of shares) _ 3,583.20 3,658.80
Maijority Net Profit per Share . . 2.39 1.71
investments in Fixed Assets , 18,583,699 10,439,243
c) | Risk Factors

_ The Company and its subsidiaries may be exposed to structural changes due to economic and’
financial adjustments that occur in the national and international market.

Below are the risk factors that the Company believes could have a major impact on its operation
earnings. These should be taken into consideration by the investing public.

The risks and uncertainties described in this report are not the only ones faced by the Company;
nevertheless, this report aims at describing the most important risks. There may be other risks that affect
its operations and activities.



Risks Related to the Company’s Strategy -

Regarding the Company's business strategy, its principal assets are shares.of Telmex. The value of
the Company’s shares is related to that of Telmex. Pursuant to the foregoing, the Company faces the
same risks as Telmex. {See: Risk Factors for Telmex in Section 2 herein).

Risks Related to the Debt of the Issuer

The Company carries out financing operations.in which it uses Telmex stock as a guarantee. If the

price of Teimex' shares in the stock exchange is reduced more than the preset parameters of said
financing plan, the Company will be obligated to give cash as a complementary guarantee.

The financial expenditure of the Company’s non-consolidated debt must be paid with the funds from
the dividends decreed by Telmex, its principal subsidiary, in regard to the fee paid by Telmex for technical
and financial assistance aside from revenue from financial operations. Consequently, if Telmex’ financial
situation deteriorates to a degree whereby it cannot pay dividends or such fee, the Company will face
liquidity problems that will place it at risk to comply with its financial obligations.

Approximately, 63.55% of the Company’s non-consolidated debt at the close of the 2004 fiscal year
was set in foreign currency (80% of the first quarter of 20058). The total amount of the Company’s non-
consolidated flows is set in Pesos; therefore, a significant variation in the exchange rate may affect its
payment capacity.

Risks Related to the Spin-off from the Company
The spin-off significantly changed the Company’s Operations and Financial Situation.

The Company's extraordinary shareholders' meeting dated November 30, 2001 approved the spin-
off of ali the shares of AMX’ capital stock owned by the Company among other assets and liabilities. Once
the aforementioned spin-off was concluded the operations that the Company maintained indirectly

- consisted in those carried out by Telmey, its subsidiary. These basically consisted in services related to

the fixed telephone services in Mexico, including internet and transmission of data and which had the
least possible growth in the future than the ones spilit.

Risks Related to Majority Shareholders and the Structure of the Capital

The Company has authorized 3,935,077,043 series-A1 shares. As of December 31, 2004
3,538,821,170 shares were outstanding. At the close of 2004, approximately 81% of the outstanding
shares were directly or indirectly owned by Mr. Carlos Slim Held and members of his immediate family.
Said persons have the power to appoint the majority of the members of the board of directors and
determine the earnings of other shares requiring the shareholders’ vote.

Shareholder's Risks _
The Company’s assets are comprised fundamentally by shares in its subsidiaries. This could be
considered a risk factor.

Transactions with Affiliated Companies that Create Potential Conflict of Interests

The Company carries out operations with financial and business affiliates such as Telmex,
GFInbursa and its subsidiaries and GCarso within the normal course of business and pursuant to market
conditions. Operations with affiliates can generate potential conflict of interests. (See: Management and
Operations with Related Parties and Conflict of Interests in Section I, number 4, item b) of this Report).



Risks Related to Telméx' Operations ih General

The Increase In Competition In Mexico And Other Countries In Which Telmex Operates
' Could Have An Adverse Affect On Its Revenue And Profitability.

Telmex faces steep competition in Mexico and other countries where it operates that could cause a
decrease in potential clients as well as in revenue and profitability. In many of these countries, authorities

. continue to issue new licenses and concessions to new telecommunications market participants. This has
increased competition in said countries. Moreover, technological developments -are increasing the

additional competition in other markets; for example between wireless and fixed operators.

The local competition in Mexico, specifically among wireless service providers has increased since
1998. To December 2004, there are approximately 38 million cellular lines in service; compared ‘with
approximately 18.1 million fixed lines in service and of which 17.2 million form part of the Telmex network.
Currently, authorities have granted licenses to 18 local operators of fixed lines, mainly in Mexico City,
Monterrey, Puebla and other large cities.

Telmex has a new competition from cable television suppliers who recently have been authorized
by the Communications and Transportation Department to supply voice transmission services to local
fixed lines operators in Mexico, wide band internet service and data.

The consequences of the competition are uncertain and will depend upon a great variety of factors,
such as: the economic conditions, increased regulations, the reaction of our clients and competition, as
well as the effectiveness of the measures that are adopted.

The Regulation Of The Dominant Operator And Other Regulation Events May Damage
Teimex’ Operations By Limiting Its Competitive Capacity And Strategy For Profitability.

Telmex’ operations are subject to an extensive regulation and may be affected by the amendments
to legislation, regulation or regulating policy. Specifically, the Federal Antitrust Commission or COFECO
ruled that Telmex is an economic agent with significant power in certain telecommunications markets. The
law establishes that authorities may impose additional regulations to a powerfut operator. In previous
years, Federal Telecommunications Commission or COFETEL issued regulations that specifically apply to
us as a dominant operator. We challenged such regulations before the Mexican Supreme Court and won.
We cannot foresee if the COFECO or COFETEL will establish new resolutions or regulations that are very
similar to the aforementioned or if the judicial proceedings will be successful. We believe that if the
dominant operator regulations are established eventually, the new rules and corresponding regulatory
procedures shall reduce the fiexibility to adopt competitive rate policies.

The Dispute In The U.S. Against Mexico Before The World Trade Organization Will Result In
Changes To The Regulation That May Affect Telmex’ Business.

In August 2000, the U.S. filed before the World Business Organization (WBQ) a request to solve
the controversy between Mexico about illegal barriers in the competition in the Mexican
telecommunication market. In June 2004, the Mexican and U.S. governments reached an agreement that
established the elimination of the proportional rate reimbursement system, the elimination of uniform
liquidation rates as well as the requirement for the tong distance operator with the largest rate proportion
negotiates the liquidation rate in behalf of all the other long distance operators. Likewise, Mexico agreed
to establish new resolution in July 2005 to authorize the resale for outgoing international long distance as
well public telecommunication services. We think that the regulation changes will probably affect the
future operation and revenue. It will particularly affect long distance resale. We believe that it wiil reduce
the pressure on the prices that is currently being charged to clients for these services.



Telmex’ Revenue Will Be Affected Adversely If The Pattern Of Use Is Changed.”

The fixed line network services faces steeper competition because of the change in use resulting
from the adoption of new popular technologies, including wireless equipment for voice and other
communications and the subsequent fixed telephone equipment by these technologies. We believe that
increasingly a larger proportion of the calls that could have been made previously by the fixed network are
‘being made by wireless telephones and through IP voice services outside the network; therefore, Telmex

‘does not receive any revenue whatsoever. We cannot guarantee that this process will not adversely affect
the volume and operational earnings. : :

Telmex Has Invested In Inexperienced Countries And It May Be Incapable Of Resolving The
Chalienges And Facing The Risks. . :

Telmex has invested in a growing number of telecommunication businesses outside its principle
activities as a fixed telephone service provider and telecommunication services in Mexico. Moreover,
Telmex plans to keep investing in the rest of Latin America. These investments have been made in some
inexperienced countries and may involve risks that they were not exposed to before. :

Some of these investments are in countries that may face risks other or greater than Mexico such
as Brazil, Chile, Argentina, Peru and Colombia. The Company cannot be certain that these investments
will be successful. (See: Telmex' Risk Factors and Regulation in Section 2 of these presents).

Volatility in Price of the Shares of Stock

The Company’s shares may be volatile. Price volatility for the Company, as a holding, is directly
related to the Telmex’ shares. ' B

d) Other Secutiries

. In August 1996, the Company registered its shares of capital stock in the Security Section of the

RNV within the CNBV in order to be listed on the BMV. Currently, the Company has the following
securities registered in the RNV;

Commercial Paper

* As of the date of this report, the Company has two kinds of commercial paper duly authorized by
the CNBV,

The first kind of commercial paper was authorized by official communiqué DGE-540-186510 dated
August 18, 2004 for an amount of $2.5 billion pesos with a maturity date of August 12, 2005. Inverscra
Bursatil acted as the broker. At the close of this report all said paper has been 'made available.

Afterwards, through official communiqué DGE-722-343692 dated October 25, 2004, a second kind
of commercial paper was authorized for up to the amount of $2 billion pesos with a maturity date on

October 20, 2005. Inversora Bursétil also acted as the broker. At the ciose of this report said paper has
not been made available.



The table corfesponding to the details of sai'd commercial papér is found below:

B0 LT S RELACION GENERAL DE LINEAS DE.PAPEL COMERGIAL VIGENTES . L
pF ot EMIIS QR W Clava de pizarra Monto Autorlzado -Fecha Autorizaclén Vancnm:ento . Oficio.
Carse Global Telecom, S.A.de C.V. TELECOM 532.060.000.000 25-Oct-04 20-Oct-05 DGE-722-343694
Carso Global Telecom, S.A.de C.V. TELECOM $2,500,000,000 18AgoD4 12 Ago05 DGE-540-18651(

In addition, the Company issued short-term stock market certificates for an amount of $2.5 billion
pesos that was authorized by the CNBV on December 1, 2004 and has a maturity date of November 30,
2005. It is important to underline that Inversora Bursatil again acted as the broker. At the close of this
report, such certificates have not been made available.

Medium-Term Notes
On June 8, 2000, the CNBYV issued official communiqué DGE-168-6175 to authorize the issuance
of mid-term notes for up to $4.6 billion pesos. At the close of the 2004 fiscal year, an issuance of $1 billion

" pesos was made available, which was equivalent to 356,180,900 Investment Units. This was carried out
on July 20, 2000 and its maturity date will be July 20, 2007.

Stock Market Certificate

By official communiqué DGE-310-14610 dated Juty 1, 2002, the CNBV authorized the Company to
issue stock market certificates for up to $7 billion pesos. The term of the program is 2.5 years while the
said program’s issuance shall be effective for 1 fo 40 years. Again, Inversora Bursdtil acted as the broker.

To May 31, 2005, five issuances have been made by such program for the total amount of $6.35
billion pesos with the following characteristics:

1. The first issuance was made on August 29, 2002 for an amount of $1 billion pesos and a maturity
date of August 23, 2007;

2. The second issuance was made on Décember 5, 2003 for an amount of $1.35 billion pesos and
a maturity date of November 28, 2008;

3. The third issuance was made on September 10, 2004 for an amount of $1 billion pesos and a
maturity date of September 4, 2008;

4. The fourth issuance was made on September 10, 2004 for an amount of $750 million pesos and
a matunty date of September 2", 2010;

5. The fifth issuance was made on November 26, 2004 for an amount of $2.25 billion pesos and a
maturity date of October 23, 2008.

Inversora Burséatil and the brokerage firm BBVA Bancomer were the brokers of said issuances.



The table corresponding to the details of said stock market certificates is found below:

ISSUANCE OF STOCK-MARKET CERTIFICATES IN 2004

Subsequent Event
In January 2005, the CNBV authorized the Company to initiate a program with a term of four years
for the issuance of unsecured stock market certificates for an amount of $5 billion.

Program
Official Date of
Communiqu| Program Amount Issuanc Maturity Placement

Issuer 2] Amount Ticker Placed Term e Date [ Interests Broker
Carso |7 i — — : — - , .
[Global S e 1

DGE-310-  7,000,000,00 [Telecom [1,000,000,00°1,820 - 1 cete. Inbursa
[Telecom [14610 0 P2 . B, - .. .. dias . JAgo-02 |Ago-07 [182d+1.25 [Bancomer
Carso | < .70 e o 1 7 1 . '
Global ' :

o DGE-615- 7,000,000,00 [Telecom {1,350,000,00 [1,820 cete | inbursa
Telecom 230105 B . 103 0 .. ' [dias Dic-03 |Nov-08 @1d+1.20 (Bancomer
Carso i ~ FE P R g on . ~ 1. = -
Global.” | R . P .

' - IDGE-572- 7,000,000,00 (Telecom [1,000,000,00 [1,455 . cete Inbursa
Telecom [186542 . 0 - 164 0 . .. dias Sep-04  [Sep-08 [28d+0.75 [Bancomer
Carso ‘ , T : _

Gfobal LG - N R i A t :

. - [PGE-572- ° 17,000,000,00 Telecom:|- - 7 R,183  [cete inbursa
Telecom [186542 S 04-2 750,000,000 dias |Sep-04 -|Sep-10 P1d+1.10 |Bancomer |
Carso . |. . ' - ' '
Global © . . S N . . ‘ :

‘ DGE-783- 7,000,000,00 [Telecom [2,250,000,00 {1,427 - . - cete inbursa
Telecom [343753 0 . - 043 P - dias Dic-04 [Nov-08 [91d+1.20 [Bancomer

The Company delivered to both the CNBV as well as the BMV the comresponding quarterly and

annual information pursuant to the LMV and the Provisions. This includes the annual information
regarding the annual ordinary shareholders' meeting, the board of directors’ report submitted to the
meeting, the statutory auditors’ report pursuant to Article 166 of the LGSM, the annual financial
statements audited by Mancera and other applicable information. In the case of the financial information
that is reported quarterly, this is filed in an accumulated manner and is accompanied by the corresponding
information for the previous year.

Morebver, the Company has submitted in a complete and timely manner from its incorporation up to
this report, the reports that the applicable Mexican and foreign legislation require concerning significant
events and periodical information. {See- Telmex’ Other Security in Section 2 of these presents).

e) Significant Changes to the Rights of the Securities Registered in the RNV

To date, there have been no significant changes to the securities' rights that the Company has
registered in the RNV, nor have new issuances or modifications of any kind of the Company’s securities
been carried out; except for the issuance in commercial paper, stock market certificates and mid-term
notes previously approved by the CNBV and revealed to the investing public. These are described in
section d} above.



e) Public Documents

The Company's annual report to December 31, 2004 was submitted pursuant to the applicable
legal provisions of said date to the BMV and the CNBV. It is available for investors at the following

. webpage:

www.bmv.com.mx
www.cgtelecom.com.mx

Likewise, investor who so which may request a copy of this report at the Company’s Investor
Relations Department with; " .

Mr. Jorge Serrano Esponda

Telephone: 56254900 ext. 1460
E-mail: jserranoe@inbursa.com.

[Space left blank intentionally]



2) The Corporation ' ) _ B

a) Issuer’'s Background and Development
Name
The Company is a variable capital business corporation that was incorporated under the laws of
Mexico. The name’ of the Company is Carso Global Telecom, S.A. de C.V. Its ticker code in the BMV is
“TELECOM".

Incorporation
The Company was incorporated as a variable capital business corporation as certified by public deed
107,113 dated June 24, 1996 granted under the hand and seal of Notary Public No. 20 in and for the
Federal District, Mr. Felipe del Valle Prieto Ortega. Said instrument is duly recorded in the Public
Commercial Registry of the Federal District under commercial folio 208,365 dated June 24, 1956.

Address and Telephone Number

The Company's principal offices are located in Avenida Insurgentes Sur No. 3500, piso 5, Edificio
Telmex, Colonia Pefia Pobre, C.P. 14060, México, D.F. The Company’s telephone number is 52-44.08-
0z2.

Background

The Company was result of the split from GCarso approved by the general extraordinary
shareholders’ meeting dated April 30, 1996. The purpose thereof was to separate the ownership of
Telmex’ shares from the other companies whose principal activity is in the telecommunications sector.
This includes the rights to various call and put-option agreements for ADS representing shares in Telmex,
which is now AMX.

Background to the Acquisition of Telmex
GCarso headed the consertium that purchased a controlling equity interest in Telemex as a result
of its privatization in 1990. At the date of the sale, Telmex’ capital was comprised of 4.2412 billion shares;
whereby, 51% corresponded to series-AA and 49% to series-A. Series-AA shares entitled its holder to
vote and were listed on the BMV. The structure of the 2.163 billion series-AA shares that were purchased
by the consortium is shown below:

GCarso 12.9%
Southwestern Bell (SBC) _ 12.5%
France Telecom 12.5%
Vartous Mexican Investors 13.1%
Total Consortium ' 51.0%

In 1880, all the series-AA shares corresponding to Telmex’ capital stock were transferred to a trust.
In June 1891, as a result of the dividend payment in shares of Telmex whereby 1.5 new series-L shares
for each Class “A” or “AA”, the number of Telmex’' outstanding shares increased to 10. 603 billion shares,
as shown below:

Shares series-AA 2.163 billion
Shares series-A 2.078 billion
Shares series-L 6.362 billion
Total . 10,603 billion

In 1985, GCarso began to acquire series-AA shares correspondind to' Telmex’ capital stock owned
by various Mexican investors and began to acquire options to by Telmex’ ordinary shares in the market.

By virtue of the spin-off from GCarso and the incorporation of the Company on June 24, 1996, all
Telmex' shares and options owned by GCarso were transferred to the Company.



In September 2000, Telmex announced that it was splitting from the cellular telephone sector and
the majority of its international investments to create a new company, AMX. The purpose of the split was
to create two companies with separate management that would be focused on its business. This would be
a quickly and efficiently way to capitalize the challenges and opportunities that could arise in their
corresponding markets. Telmex’ shareholders proportionally recelved a number equwalent to the shares
representlng AMX’ capital stock.

In November 2000, Telmex’ spit became effective. Once. the registration process for AMX were
approved by the Mexican and foreign authorities, AMX' shares of capital stock corresponding to series-L
and A as well as its ADS began to be listed on the Mexican, New York and Madrid stock exchange during
the first trimester of 2001.

AMX became the largest wireless service provider in Latin America and among the 10 largest in the
world. AMX was comprised of the cellular telephone business in Mexico and the majority of the
international investments that Telmex had carried out during the previous years.

On June 5, 2001, the Company announced that it would begin the spin-off process in order to
transfer all the shares issued by AMX, owned by the Company, to a new shareholding company.

The spit was subject to the approval by the Company’'s general shareholders’ meeting as well as
the corresponding authorities. The Company's board of directors acknowledged that AMX' business
activities faced regulations and that its business was different from Telmex’. Furthermore, the Company
sought greater flexibility in its corporate structure.

The Company’s general extraordinary shareholders’ meeting dated November 30, 2001 approved
the split and created the new corporation called America Telecom that would become the owner of AMX'
shares, which until then was owned by the Company.

The purpose of the split was to improve the capacity of both the Company as well as Telecom in
order to face future challenges and opportunities. Therefore, as of December, the Company's capital
investment was concentrated in Telmex. Other minority investments also made up Telmex. America
Telecom's capital investment was concentrated in AMX.

To create two different public companies through a split benefits both the Company and America
Telecom since the management and corporate strategies will be specifically focused on the particular
situation of each business. Each company may adopt a financial strategy to reflect their particular risks
and potential profits.

America Telecom was incorporated on December 5, 2001 as a result of the spin-off from the
Company. Said split became effective on January 2002.

Once the Company’s split was authorized, as a spinning off Company, and America Telecom as a
spun-off company, the Company's capital investment was concentrated mainly in Telmex, carresponding
to 99% of its assels.

As of May 2002, pursuant to the resolution of the general extraordinary shareholders’ meeting in
which the split was approved, the share certificates were issued by America Telecom. The Company's
shareholders received a paid share of America Telecom’s capital stock. For each share of the Company’s
capital stock, Telecom exchanged the certificates corresponding to outstanding shares. Since said shares
were deposited in Indeval, the exercise of this right was carried out.pursuant to the applicable lega!l and
administrative provisions.

Buring 2004. no significant corporate acts have been carried out regarding the Company.



Principal Investments

The number of Telmex’ shares and the equity interest regarding the total number of shares from

each series that the Company owns to December 31, 2004 and to December 31, 2003, are set forth in the
following table: :

Number of Shares

(thousands) % of Equity Interest
Series 2004 2004 2003
AA
A
L

Immediately Previous Event

To May 31, 2005, the Company has acquired 120.8 million Telmex' series-L shares outstanding at
such date. The total cost of said purchase was $1.224 billion MXP.

Moreover, to May 31, 2005 Corporativo Global Telecom, S.A. de C.V. (formerly Global Telecom.

LLC) acquired 5.35 million Telmex' series-L shares outstanding at such date. The total cost of said
purchase was $104.8 million MXP.

Pursuant to the aforementioned purchases, the Company owns the following percentages of equity
interests: “AA"73.83%, “A"18.57% and “L":25.48%. ‘

During 2003, Telecom contributed to the capital stock of Multimedia Corporativo, S.A. de C.V. for
$0.6 million MXP. )

During 2004 and 2003, Telecom contributed to . the capital stock of Empresas y Controles en
Comunicaciones, S.A. de C.V. for approximately 56.2 million MXP and $20 mitlion MXP, respectively.

On December 30, 2004, Telecom was reimbursed for the reduction of the capital stock of Empresas
y Controles en Comunicaciones, S.A. de C.V. for the amount of $750 million MXP.

b) Business Description

The Company's strategy consists in keeping an equity interest in Telmex as well as identifying the
best opportunities and seeking its development within the telecommunications sector; mainly in Latin
American countries and the US Hispanic community.



X) Principal Actlwty

The Company is a holding solely. of other companies' shares, mainly Telmex. lts principal
operations are carried out by subsidiaries that provide telecommunication services at a national and
intemational level to residential and commercial clients with wide range of activities.

To December 51 2004, the shares issued by Telmex that are owned by the Company represent
77.38% of the total assets. This information is considered relevant so that the shareholders may form an

_opinion about the Company’s financia! situation.

Our subsidiary Telmex owns and operates the largest telecommunication system in Mexico. Telmex
is the only national provider of fixed telephone lines. Furthermore, it is the main provider of long distance
and local telephone services and internet in Mexico. It also provides other telecommunication services
and related services such as directory, connection, internet, location services and interconnection
services with other operators.

To March 31, 2005, it owned 17.5 million focal lines in services, which is more than 9.0% than the
previous year. In long distance services, we estimate that during December 2004, Telmex' share in the
market in the cities opened to competition was 79.8% for national long distance calls and 77.6% for
international long distance calls coming from Mexico.

Regarding Telmex’ revenue during 2004 derived from its operations in Mexico, 45% was due to
local service, 21.4% to long distance service, 15.2% to interconnection, 7.8% to corporate network, 5.5%
to internet services and 4.6% to other services that include the yellow pages and equipment sales, among
others.

xi} Distribution Channels

The Company is solely a shareholder; therefore, it does not carry out operation activities directly. Its
operations are carried out by its subsidiaries, mainly Telmex. {See: Information About the Company in
Section 2 of these presents).

ili) Patents, Trademarks, Licenses and Other Agreements

The Company does not own patents, licenses or trademarks or any other industrial or intellectual
propenrty rights. Its subsidiaries own industrial and intellectual property rights, including with out limitation
patents, trademarks, licenses, among others.-(See: Information About the Company in Section 2 of these
presents).

iv}) Principal Clients

The company does not have direct clients. Its clients are found at its, subsidiaries’ level, mainly
Telmex. (See: Information About the Company inserted in Telmex’ Annual Report in Section 2 of these
presents).

v} Applicable Law and Taxes

The company is subject to compliance with the laws, regulations and provisions applicable to any
variable capital business corporations, such as the Commercial Code, LGSM, LMV and all tax provisions.

- Governmental regulation could damage Telmex' international business, since the Company is
subject to extensive governmental regulation that could adversely affect it due to changes in laws,
regulations and regulatory policies. Any authority with jurisdiction over Telmex' internationat business may
adopt or amend regulations or take other actions that may adversely affect the Company.

Telmex is subject to certain provisions of the General Communication Law, the Federal



Telecommunication Law Telecor_nmumcatlon Regulatlon and its concessionaire. (See: Regulation in
Section 2 of these presents). -

By official communiqué 325-SAT-VII-C-10003 issued by the Department of the Treasury and Public
Credit on January 1, 1999, the Company and its subsidiary, Multimedia Corporativo, S.A. de C.V., were
authorized to determine tax results over consolidated bases. .

Likewise, Empresas y Controles en Comunicaciones, S.A. de CV was incorporated to the
Company’s tax consolidation as of the 2002 fiscal year.

* On November 1, 2004, the Department of the Treasury and Public Credit authorized the transfer of
Telmex’ tax consolidation to the Company as of January 1, 2005 pursuant to the provisions of the Income
Tax Law. This does not imply a tax dis-consolidation for Telmex nor for its subsndranes nor a dis-
incorporation of the tax consalidation system.

vi) Human Resources
Because the Company is solely a holding company, it does not have employees. Nevertheless,
through its subsidiaries, it is one of the largest non-governmental employers in Mexico. (See: Human

Resources Section 2 of these presents).

The Company does not have a direct relationship with any worker’s union since it has no employees and
is solely a shareholder.

vii) Environmental Measures
Because the Company is solely a holding company whose assets are comprised of shares in its

subsidiaries, it does not have an environmental policy nor does it have certificates or acknowledgement
regarding such.
viii} Market Information

. The Company is solely a holding company whose principal investment is aimed at the
telecommunications sector. During 2004, the Company and its subsidiaries kept their leadership position
in the national market. The foregoing were top level participants in the telecommunications sector.

Both nationally and internationally, there are various groups that invest in telecommunication
companies. This is the Company's direct competition. The positive aspects of competition for the

Company are to create an experienced Latin American market, which in turn would allow the Company's -
- management to acquire greater experience.

The negative aspects of competition for the Company are that basically there are several
competitors in telecommunications sector; therefore, a greater effort must be made to keep its leadership
position in the market. (See: Market Information in Section 2 of these presents),

ix) Corporate Structure

" The Company is not part of any corporate group since it is solely a shareholder. To May 31, 2005,

the Company has a 42.3% equity interest in Telmex' capital stock. This corresponds to 70.66% of the
outstanding shares entitled to vote.

The Company is solely a holding company with direct or indirect equity interests in subsidiaries and
affiliates. The Company's principal subsidiaries to December 31, 2004 are set forth in the table below:




1 CARSO GLOBAL TELECOM-' :

~ 99.99%

MULTIMEDIA CORPORATIVO,
S.A.DEC.V

40.75 %

EMPRESAS Y CONTROLES EN 99.99%
COMUNICACIONES,

S.ADEC.V.

99.99%

CORPORATIVO GLOBAL
TELECOM, S.A. DE C.V.(ANTES
GLOBAL TELECOM LLC)

* Below is a list of the Telmex’ principal subsidiaries to December 31, 2004.

TELMEX *

The Company, through Telmex, has various subsidiaries. The foliowing list shows the -most
important subsidiaries and investments accounted using the ownership method to May 31, 2005.

Name of Company Jurisdiction Ownership
of Percentag
Incorporation e with
Controllin
’ g Vote
Controladora de Servicios de Mexico -100.0
Telecomunicaciones, S.A, de C.V.
Alquiladora de Casas, S.A.de C.V. Mexico 100.0
Anuncios en Directorios, S.A. de Mexico 100.0
cVv. _
Compaiiia de Teléfonos y Bienes Mexico 100.0
Raices, S.A.de C.V.
Consorcio Red Uno, S.A. de C.V. Mexico 100.0

Description

Brokerage Firm

Real-estate company that
owns our facilities.

Yellow Page Directory
Publisher.

Real-estate company that
owns our facilities.

Supplier of tele-
communication network
integration services and
information systems.



Name of Company

Teléfonos del Noroeste, S.A. de
C.V. '
o Telnor

Uninet, S Ade C.V.

Telmex USA, L.L.C.

Latam Telecomunicaciones, L.L.C.

Embratel Particibagoes S.A.

Empresa Brasileira de
Telecomunicagoes S.A. -
EMBRATEL

Star One S.A.

Telmex de Brasil, Ltda.

Telmex Chile Holding, S.A.

Telmex Corp, S.A. {(antes Chilesat
Corp
S.A)

Jurisdiction ~ Ownership
of ~Percentag
Incorporation e with
Controllin
g Vote
Mexico 100.0
México . 100.0
Delaware, 100.0
U.S.A.
Delaware, 100.0
US.A.
Brazil 95,1 ("
Brazil 9400
Brazil 75.2
Brazil 100.0
Chile 100.0

Chile 99.3

Description

Fixed cable network
concessionaire for the
State of Baja California
North and the San Luis
Rio Colorado region in the
State of Sonora.
Connection and internet
access supplier for
Telmex and business
clients.

Authorized resefler of long
distance services. ltis
authorized by the FCC to
supply long distance
services to the US with its
own facilities.

Principal company for -
subsidianies and
investments outside
Mexico.

Principal brokerage
company for subsidiaries
that provide long distance
national and international
services and Jocal and
information services in
Brazil.

Long distance national
and international services
provider as well as voice
and information services
in Brazil.

Satellite service provider
in Brazil,
Telecommunications
service provider for
corporate clients in Brazil.
Principal company for
assets purchased from
AT&T Latin American
Corp. in Chile.

Principal broker whose
subsidiaries provide long
distance, intemet and
information services in
Chile.



1

Name of Company Jurisdiction Ownership Description

of Percentag
Incorporation e with
T Controllin
g Vote
Techtel-LMDS Comunicaciones Argentina - T 934 Voice, information and
‘Interactivas, S.A. ‘ ' wireless video provider as
well as local voice and
long distance services
through fixed lines in
: Argentina.
Telmex Argentina, S.A. Argentina 100.0 Tefecommunication
' service provider to
corporate clients in
Argentina.
Metrored Telecomunicaciones, Argentina 834 Information service
SR.L _ , provider in Argentina.
Telmex Colombia, S.A. Colombia - 100.0 Telecommunication
service provider to
corporate clients in
Colombia.

Telmex Pert Peru 100.0 Telecommunication
service provider to
corporate clients in Peru.

Grupo Telvista, S.A. de C.V. @ Delaware, 45.0 Telemarketing service
U.S.A. provider in the US and
Mexico. '
TM&MS, LLC.® Delaware, 50.0 Joint venture with
U.S.A. Microsoft to operate a

internet portal.

{2) Corresponds to shares of control. The effective equity interest in Embratel Participagoes' total
capital is 63.9% and in Empresa Brasileira Telecomunicagoes S.A. — Embratel is 63.1%.
(3) Invested accounted by the ownership method.

During 2005, Telmex made new acquisitions. For more information, see Section 2 of these
presents.

x) Description of Main Assets

The Company's main assets are represented by Telmex' shares. Approximately 77.38% of the
Company's total assets are comprised of Telmex' capital stock.

As a security interest, in certain circumstances transfers the shares of Telmex’ capital stock. Said
foans are listed below:

i) During 2004, Telecom requested several loans for $700 million USD from foreign banks.
These mature between 2006 and 2010. As the security interest thereof, Telecom transferred 21.03 million
ADRs representing 420.6 million Telmex' series-L shares, which were released when the loans matured.
To December 31, 2004 other secured loans existed from previous years for $910 million USD with a
maturity date between 2006 and 2008. These were secured by 30.37 miliion ADR corresponding to 607.4
million Telmex' series-L shares. Telecom paid an interest at LIBOR plus a surcharge that in current
conditions fluctuates between 1.74% and 2.51%. Interests accrued by secured loans were $378,154 in
2004 and $203,487 in 2003.



fi) In December 2003, loans from UBS Paine Webber AG were received for $76.7 millions
and 5.4 million ADR were granted as security interests. The foregoing is equivalent to 108 million Telmex’
series-L shares. As a result of this financing, Telecom paid an interest at LIBOR plus 0.875% per annum.
These loans matured on January 2, 2004, which was the date they were paid. In 2003 an interest of $445
was accrued from such loans. .

To December 31, 2003, cash deposits were made for $8.7 million that complemented the security
interests granted with Telmex’ shares. This represented a difference between the market value at the date
the loans were granted and at the closing of the fiscal year. During 2004, the Company was reimbursed
for the aforementioned deposits because the shares’ market value was greater than the value of the
security interests. '

To May 31, 2005, loans were received from Santander Central Hispano Benelux for $200 million
USD. This was granted as a security interest for the 6.2 million ADRs equivalent to 308 million Telmex’
series-L shares. As a result such financing, the Company paid interest at LIBOR plus 1.10% per annum.
These loans matured on April 10, 2008.

The aforementicned security interests shall be exercised by the other Party if the Company defaulis
in its payment obligation. The Company has carried out these kinds of operations previcusly and has
timely paid at the matunty of each operation. Thus, the other parties have never utilized the security
interest.

xi) Judicial, Administrative or Arbitration Proceedings

Currently, the Company does not face any judicial, administrative or arbitration procedure that
could result in a liability or benefit equal or greater than 10% of its assets.

The judicial, administrative or arbitration procedures that could affect the Company are set forth in
Note 12 of their consolidated financial statements that are attached hereto as Annex 1.

xii} Shares of Stock Representing the Capital Stock

The Company’s subscribed and paid capital is $1,190,730 MXP par value taking into consideration
the shares repurchased by the Company pursuant to Article 14 B-3 of the LMV. Said capital is
represented by 3,538'821,170 common, registered, without par value series-A1 shares corresponding to
the minimum fixed portion of capital stock.

After its incorporation in 1996, the Company increased its capital stock, as approved by the general
extraordinary shareholders’ meeting dated October 1, 1896. Among other.issues on the agenda, said
meeting agreed to increase the minimum fixed portion of capital stock in the amount of $682'500,000
MXP. This amount would be increased by issuing 35'000,000 series-A1 shares. By virtue of the foregoing,
the capital stock increased to the registered amount of $2,253'057,000 MXP, represented by 950'000,000
series-A1 shares.

Afterwards, the general extraordinary shareholders’ meeting dated February 28, 2000 agreed to
carry out a split of 2 new series-A1 shares for each of the foregoing. Said transaction became effective on
March 10, 2000. Therefore, the 950,000,000 series-A1 shares issued by the Company before the split
increased to 3,800,000,000 series-A1 shares for the Company’s capital stock.

The general extraordinary shareholders' meeting dated November 29, 2000 carried out the merger
of the Company, as merging company, with GT2000, as merged company. Consequently, the Company's
capital stock was increased to the registered amount of $88'945,785.81 MXP. Hence, 150'015,728 of
common shares of capital stock Class “A-1" corresponding to the minimum fixed portion, which were
transferred to GT2000 shareholders.




The general extraordinary shareholders’ meeting dated December 21, 2001 carried out the merger
of the Company, as merging company, with Banesci e Inveresci, as merged company. Consequently, 967
series-A1 shares corresponding 1o the mlnlmum fixed portion of the Company were transferred to Banesci
e Inveresci's shareholders, .

The Company has not modified the structure of its capital stock since then,

xi}
xiij  Dividends

At the annual ordinary shareholders’ meeting, the board of directors submitted the Company’s
financial statements for the previous fiscal year and their report to the shareholders. Once the
shareholders’ approved the financial statements, they determined the Company's net profit distribution for
the previous fiscal year. By law, 5% of the aforementioned net profits must be separated into a reserve
fund that will not be available for distribution until the amount of said fund reaches 20% of the Company’s
capital stock (before the re-expression thereof in peses becomes effective). The excess amounts may be
distributed to other reserve funds that the shareholders establish. The remainder net profit, if any. may be
paid as dividends.

Series-A1 shareholders have equal rights per share and may be paid dividends and other
payments, including any payment when liquidating the Company. Any payment may cormrespond to
partially paid shares to the degree that said shares been paid at the moment of said payment is made. If
said shares have not been paid, then they shall oniy be entitled to the portion that was paid.

The Company ordered dividend payments during the last three fiscal years because of its
investments, payments and liabilities commitments. Moreover, it is important to underscore that the board

of directors does not have an express policy about ordering dividend payment or advising about such at
corresponding shareholders’ meeting if profits exist for any fiscal year.

[Space left blank intentionally]



3) FINANCIAL INFORMATION
a) Selected Financial Information

The following remarks should be read together with the consolidated financial statements and
commentary, including this annual report.

Our financial statements have been prepared to Mexican GAAP.

Pursuant to Mexican GAAP, our financial statements must acknowledge the effects of inflation. In
particular:

» . Non-monetary assets (including the plant, properties and equipment made in Mexico) and the net .
worth including inflation based upon the Mexican Index; foreign plant, properties and equipment
are updated based upon the inflationary rate from the country of origin and converted to pesos
using the effective exchange rate on the date of drafting the balance sheet;

» Profits and losses in spending power due {o ownership of liabilities and monetary assets are
acknowledged in the result statement, and all financial statements are set forth in pesos to
December 31, 2004. ‘ -

The following table shows the Company’s selected financial information for the last three fiscal years,

which comes from and must be read along with the Company’s audited financial statements. Said
statements have been audited by Mancera and are attached hereto as Annex 1.

[Space left blank intenttonally]




CARSO GLOBAL TELECOM, S.A. DE C.V. AND SUBSIDIARIES

Selected Financial Information
Thousands of Pesos to December 2004

. (Except for the average of shares taken into account)

-Description 2004 2003
Net Sales 138.801,957 ‘ 122,912,368
Operating Profit 41,868,820 40,340,273
Majority Net Profits 8,572,269 6,287,592
Majority Net Profits per Share 2.39 1.71
Investments in Fixed Assets 19,583,699 10,439,243
Depreciation and Amortization during the Fiscal Year 24,895,678 22,976,082
Total Assets 264,303,284 200,361,731
Total Long-Term Liabilities 120,933,200 85,339,143
Consolidated Net Worth 91,503,526 72,628,205
Data
Majority Net Profits 8,572,269 | 6;287,592
Share Average (miilions of shares) 3,683.20 3,658.80
Majority Net Profits per Common Shares 2.39 1.71
Investmgnts in Fixed Assets 19,583,699 10,439,243

b) Financial Information related to business activities, geographic zone and sales from exportation

The Company is solely a shareholder; however, at a consolidated level through Telmex, its
subsidiary, it partially renders local and long distance telephone services. For more information about
Telmex, see Financial Information Related to Business Activities, Geographic Zone and Sales from

Exportation in Section 2 of these presents.

c¢) Information about Significant Loans

Convertible Debt

On June 11, 1999, Telmex issued USD $1 billion in debt instruments convertibie into common
shares that matured on June 145, 2004. During 2003 and 2004, Telmex acquired debt convertible in the
market for USD $427.7 million, while some investors exercised their conversion right for the amount of
USD $5.0 million corresponding to 3,417,540 series-L shares. On the maturity date, the unpaid balance
was USD $570.3 million, which was completely paid in the following manner: USD $569.8 million




exercised their right to conversion for 385,285,200 (thrée hundred and eighty five million two hundred and
eighty five thousand two hundred} shares into 33.8110 ADR (each ADR is equivalent to 20 series-L
shares) for every thousand dollars of its capital and USD $0.5 million was paid in cash. Interests accrued
for such debt instruments totaled $748,558 in 2004 ($731,582 in 2003).

Bonds

On January 26, 2001, Telmex issued a bond for USD $1 billion, which matures in 2006 at 8.25%
rate per annum payable each semester. On May 8, 2000, the Company issues an auxiliary bond for USD
$500 million with the same characteristics. In 2004, the interest accrued for such debt instruments totaled
$1,513,187 (31,502,756 in 2003).

Subsequent Event

On January 27, 2005, Telmex issued bonds for USD $1.3 billion that was divided into two sets. The
first equaled USD $650 million with the first maturity in 2010 at 4.75% rate per annum and the maturity
date of the second in 2015 at 5.50% rate per annum. Interests may be paid per semester, On February
22, this operation was reopened and, therefore, the amounts for said issuance increased to USD $950
and USD $800 million, respectively. .

During January and February 2005, Telmex repurchased a total of USD $218.7 million {par value)
of its own bonds, Said bonds formed part of the bonds for USD $1.5 billion issued in 2001 with a maturity
date in January 2006. The difference between the repurchase price and the par value totaled USD $ 10.3.

Banks ' - .
To December 31, 2004 and 2003, liabilities in foreign currency with banks include:

i) During 2004, the Company requested several loans for $700 million USD from foreign banks.
These mature between 2006 and 2010. As a security interest for such loans, Telecom transferred 21.03
million ADRs representing 420.6 million Telmex’ series-L shares, which were released when the loans
matured. To December 31, 2004 other secured loans existed from previous years for $310 million USD
with a maturity date between 2006 and 2008. These were secured by 30.37 million. ADR representing
607.4 million Telmex' series-L shares. Telecom paid an interest at LIBOR plus a surcharge that in current
conditions fluctuates between 1.74% and 2.51%. The secured loans accrued interests of $378,154 in
2004 and $203,487 in 2003. :

i) In December 2003, loans from UBS Paine Webber AG were received for $76.7 millions
and 5.4 million ADR were granted as a security interest. The foregoing is equivalent to 108 million Telmex’
series-L shares. As a resuilt of this financing, Telecom paid an interest at LIBOR plus 0.875% per annum.
These loans matured on January 2, 2004, which was the date they were paid. In 2003, an interest of $445
was accured from such loans. .

To December 31, 2003, cash deposits were made for $8.7 million that complemented the security
interest granted with Telmex’ shares. This represented a difference between the market value at the date
the lcans were granted and at the closing of the fiscal year. During 2004, the Company was reimbursed
for the aforementioned deposits because the shares’ market value was more than the security interest.



Subsequent Event

To May 31, 2005, loans were received from Santander Central Hispano Benelux for $200 million
USD. This was granted as a security interest for the 6.2 million ADR equivalent to 308 million Telmex’
series-L shares. As a result such financing, the Company paid interest at LIBOR plus 1.10% per annum.
These loans matured on April 10, 2008.

Syndicated Loan
On July 15, 2004, Telmex entered mto a syndlcated lcan agreement for USD $2.425 billion divided
into two parts. The first was for USD $1.525 billion with a three year maturity at Libor rate plus 0.45%. The
second was for USD $900 million with a five year maturity at Libor rate plus 0.5.25%. The balance to
December 31, 2004 is included in the Bank’s amounts (liabilities in USD).

Medium-Term Notes

In July 2000, the Company issued a medium term unsecured note for 356,180,900 Investment
Units (UDI) for a six year term, payable upon maturity, which is July 20, 2007. Interest shall be payable
each semester at 7.50% rate per annum. To December 31, 2004, the value of UDI was $3.5743 ($3.3520
pesos in 2003). To May 31, 2005, said amount was $3.5775. Accrued interests in 2004 and 2005 totaled
$94,287 and $94,563 pesos, respectively.

Commercial Paper

Commercial paper, whose balance to December 31, 2004 ‘and 2003 was $2,793,841 million MXP
and $210,986 million MXP, respectively was issued at the end of each year. Their average interest rate
fluctuated between 8.56% and 5.42%. These issuances were placed in the national market and matured
in January 2005 and 2004, respectively. On said month, the caorresponding liability was paid.

To December 31, 2004, Telmex had lines of credit with certain foreign financial institutions. The
available balances totaled approximately $2,331,100. These shall accrue at a variable Libor rate plus 49
hase points, when transferred. Moreover, to December 31, 2004, Embratel has lines of credit available for
USD $143,515 at 3.5% interest rate.

Stock Market Certificates
In August 2002, the National Banking Commission authorized a two and a half year program for the
- Company in order to issue unsecured stock market certificates for up to $7 billion.

" On September 10, 2004, the Company issued $750 million in certificates to mature on September
2, 2010 at a fixed interest rate based upon 91 day CETES (Mexican Treasury Bifls) plus a 1.10%
surcharge

On September 10, 2004, the Company issued $1 billion in certificates mature on September 4,
2008 at a fixed interest rate based upon Interbank Equilibrium Interest Rate plus a 1.10% surcharge.

On November 26, 2004, the Company issued $2.25 billion in certificates to mature on October 23,
2008 at a fixed interest rate at the arithmetic average corresponding to three 28 day periods at the rate of
a per annum vield of the Interbank Equilibrium Interest Rate for 27, 28, or 29 days plus a 0.86%
surcharge.

In 2003, the Company issued $1.35 billion in certificates to mature on November 28, 2008 at a fi xed
interest rate based upon 91 day CETES plus a 1.20% surcharge.

During 2002, the Company issued $1 billion {par value) in cerificates to mature in five years in
August 2007. Said issuance-pays at a fixed interest rate based upon 182 day CETES plus a 1 .25%
surcharge.

in regard to all the stock market certificates that the Company owns in 2002 and 2003, the interests



" - allotted to the results in the section concerning the integral financial cost totaled $264,797 and $103,573,

respectively.

Telmex issued $7,450,000 of stock market certificates as a result of the progfam authorized by
CNBY for $10 billion. ’

Subsequent Event
In January 2005, the CNBV authorized a program for the Company that matured in four years for
the issuance of unsecured stock market certificates for an amount of up to $5 billion.

d) Comments and Analysis of the administration about the Issuer's Operation Earnings and Financial
Situation :

i) Operation Earnings

Telmex, the subsidiary, provides nearly all the consolidated revenue for the Company.
Additionally, the Company obtains revenue from the services rendered according to the agreement
entered into with Telmex. Pursuant to the foregoing, the Company renders Telmex financial cperations
and management consulting services. The agreement is effective for one year and may be extended for
an indefinite term. These services are eliminated in the consolidated financial statements.

Consolidated revenue in 2004 totaled $138.802 billion, which is 13% more than the previous yéear.
The accounting consolidation of Telmex’ international operations made our revenue grow. The integration
of new companies has been carried out with special. care placed upon the cost and expenditure control .
and without affecting the company’s financial structure.

The Company's consolidaté& operating profit was $41.869 billion in 2004, which is a 3.79%
increase compared to $40.340 billion in 2003. The increase is associated with the consolidation of the
Company's international operations.

The Company's EBITDA corresponding to the 2004 fiscal year totaled $66.764 billion, which is
5.44% higher than $63.316 billion corresponding to the previous 2003 fiscal year.

The integrai financial cost for the 2004 fiscal year totaled $712 million, which is 81.5% lower than
$3.848 billion from the previous year. The reason behind this decrease is the fundamental reduction of the
exchange rate and monetary earnings.

Net profits before the minority equity interest totaled $25.757 billion in 2004, which is 17.22%
higher than the previous year. However, majority net profits were $8.572 billion, which is 36.3% compared
to the previous year.

Apart from the operating revenue, the Company eams dividends from Telmex' shares as part of
its operation flow. During the 2004 fiscal year, the Company earned dividends from Telmex for $3.184
billion corresponding to $0.68 per share ($2.666 billion corresponding to $0.62 per share in 2003).

The business loan that to December 31, 2004 was $11.520 billion MXP and 4.3% of the
Company’s total assets ($1.741 billion in 2003 and 0.86% of the total assets) was acquired mainly as a
result of purchasing Telmex' share and from the foreign subsidiaries that Telmex acquired during 2004.
This is a surcharge for the acquisition of said shares over its net worth. Said business loan is payable in
five years. During 2003 and 2004, the business loan payment totaled $2.101 and $1.315 billion,
respectively. ‘

In May 2004, the Mexican Index issued Bulletin B-7, "Business Acquisitions”, which established
that as of January 1, 2005 its allocation is obligatory. The purpose of this bulletin was to establish the
accounting rules to be followed while acquiring businesses and associated entities. The purchase method
must be adopted as the sole rule to appraise such operations. Likewise, this eliminates business loan




payments and set forth specific rules applicable to the acquisition of minority interests. The foregoing also
includes the business acquisitions carried out among entity under joint control.

It is estimated that the adopfion of this new bulletin will represent a reduction to operational
expenditures in the results for the 2005 fiscal year. Approximately $1.9 million will be reduced by

- eliminating the aforementioned business loan paymenis. -

Accounting Policies and Practices
For a description of the accounting policies and practices, see item H of Note 1 in the Company's

-audited financial statements for the fiscal year ending on December 31, 2004, which are attached hereto.

i) Financial Situation, Liquidity and Capital Resources
The internal sources of liquidity come from the Company’s subsidiaries’ generation of flow.

The external sources of liquidity mainly come from bank funding through credit lines granted on a
short-term and long-term basis by means of short-term and long-term stock-market debt (commercial
paper and stock market certificates, respectively).

Our main need for capital is for investments in assets, dividend payments and our repurchase of
shares program. We have generally fulfilled the main requirements by cash flows generated by operation
and limited loans. The operating revenue was $61.132 billion MXP in 2004, $26.610 billion in 2003.

Our investments in assets totated $19.583 billion MXP in 2004, $10.439 billion MXP in 2003,
respectively. .

Amount of indebtedness

The Company's liabilities to December 31, 2004 were $118.580 billion MXP. The Company's
temporary cash and investments totaled $20.607 billion MXP ($118.580 biillion at the close of 2003). The
Company’s net debt at the close of the 2004 fiscal year was $97.973 billion MXP. This amount has not
varied significantly at the close of the first quarter for 2005,



Debt . .

The total long-term debt (in thousands of pesos) is comprised as follows;

Average interest

rates to Maturities Balances to
December 31 for December 31
2004 2003 2005 a 2004 + 2003

Liabilities in US dollars: . )

Consolidated except for Embratel:
Convertible Debt 4.29 $ 9,559,635
‘Bonds 6.7% 6.7% 2008 $28,162,000 29,547,871
Banks 3.4% 2.2% 2014 55,469,213 33,930,173
Loans from Suppliers 3.8% 2.1% 2007 224,411 666,302
Financial Leasing 4.1% 2.2% 2011 1,183,438 2,162,325
Federal Government 3.6% 2.0% 2006 51,871 108,422

- Addition 85,090,933 75,974,728

Embratel’s Liabilities in US dollars:;

" Bonds 11.0% 2008 3,097,820 -
Banks 5.3% 2013 5,519,912 -
Loans from Suppliers 8.4% 2007 74,054 -
Financial Leasing 13.6% 2006 71,582 -

Addition of liabilities in US dollars 93,854,301 75,974,728

Liabilities in MXP:

Stock Market Certificates 9.9% 8.3% 2012 13,800,000 10,342,786
Banks 9.0% 6.3% 2007 1,300,000 1,472,742
Stock Market Notes 7.5% 7.5% 2007 1,258,998 1,264,889
Commercial Paper 8.56% 5.42% 2005 2,793,842 210,986
Financial Leasing , 6.5% ] 610

Addition of liabilities in MXP 19,152,840 13,292,013

Liabilities in Brazilian Reales:

Banks 15.0% 2008 87,098

Financial Leasing 19.7% 2007 12,951

Commercial Paper 18.0% 2005 4,243,821

Addition of liabilities in Brazilian Reales 4,343,870

Liabilities in other currencies:

Banks 5.4% 2017 720,248

Financial Leasing 8.3% 2027 200,759

Loans from Suppliers 2.0% 2.0% 2022 308,299 321,861

Addition in other Currencies 1,229,306 321.861

Total Debt 118,580,317 89,588,602

Minus short-term  debt and the
outstanding portion of the long-term
debt not including Embratel 7,614,864 24,176,363
Embratel 8,373,425

Long-term Debt $ - $65,412,239

102,592,028

Policies Applicable to the Treasury




' THe Company individually invests its excess cash in deposits and investments in financial
institutions that have good credit ratings an that have guidelines regarding diversification and maturity that
seek security and liquidity.

The temporary cash and investments are in pesos or dollars depending upon the investment
requirements and liquidity needs for each subsidiary based upon their cash flow and their debt structure.

) . -

important Investments in Capital

At the date of this report, the Company has no compromising investments in capital.

ii) Internal Control

Since the Company, as a holding, does not have employees or personnel, compliance with its rules
for internal control is supervised permanently by the departments of management and finance and internal
audit of some of its affiliated companies. These review, analyze and correct, as the case may be, the
divergences committed regarding the operations approved by the Company's board of directors and its
registry. Said departments also review that general accounting guidelines, criteria and principles that

apply.

The external auditors study and evaluate the internal control system in order to audit the financial
statements, once they issue their report about suggestions for said controls.

The Company, by means of its board of directors, organized an auditing committee comprised of
board members whereby the chairman and the majority thereof are independent. Said committee is in
charge of implementing systems for internal control in order to verify the transactions carried out and
registered by the Company as set forth by management and GAAP.

The Company is audited by an affiliated company and its subsidiaries are audited by their own
internal auditing departments whose scope is unlimited and its main objective is to ensure that the
Company and its subsidiaries comply with the applicable internal control policies and procedures.

e) Critical Accounting Estimates

While drafting our financial statements, we made estimates about several issues. Some of these
issues were highly uncertain and our estimates involved opinions made based upon the available
information. We have identified several of these issues; therefore, our financial submittal may be affected
significantly if (a) we use different estimates that we could have used or (b) in the future we change our
estimates in regard to changes that could reasonably have occurred.

Opinions are made only about the estimates that we considered the most important based upon a
level of uncertainty and probability of a significant impact if we use a different estimate. There are many
areas in which we use estimates regarding uncertain issues, but reasonably the probable different
changes or estimates are unimportant for our financial submittal. Regarding the use of estimates in
accounting policies for Telmex, see Use of Estimates in Certain Accounting Policies in Section 2 of these
presents.



4. Administration

a) External Auditors

The Company's Consolidated Financial Statements were audited by Mancera. The
auditors have not been changed in the iast three fiscal years. The appointment of the auditors
complies with the provisions issued by the CNBV.

The Company followed the fbllowing procedure to select the external auditors:

a) The audit committee analyzed various options and then made recommendations’

to the board of directors about the candidates for external auditors. This inciuded
the scope of their authorities and hiring conditions in order to carry out the
Company'’s accounting audit for the fiscal year ending on December 31, 2004;

b} The audit committee interviewed the Company’s external auditors in order to
verify that they would indeed complty with the requisites of independence and
personnel rotation; and

c) Based upon the foregoing, the Company ratified the appointment of the firm
' Mancera as its external auditors for the fiscal year ending on December 31, 2004.

~During the last three years, the external auditors have not issued an opinion with any
conditions, a negative opinion nor have they abstained from issuing an opinion about the
Company's financial statements. -

Fees for Various Auditing Services

In 2004, the Company and its subsidiaries paid Mancera and the members of Emst &
Young Global for various auditing services. These services included reviewing reports drafted
by the subsidiaries regarding compliance with telecommunication regulations, assistance with
various filings before tax authorities, reviewing compliance with tax payments and security
testing for technology systems in the amount of $5,787 or 12.35% of the total payment to
Mancera and other members of Ernst & Young Global. In 2003, the other services rendered by
auditors totaled $5,953 (19.8% of the total payment for services), which were the same for
2004. Additionally, Mancera evaluated the internal audit committee of one of the subsidiaries.

b) Operations with Related Parties and Conflicts of Interest t

During the regular course of operations, the Company entered 'into a wide range of
financial and commercial transactions with related parties such as Telmex' subsidiaries and
associates, GFInbursa and its subsidiaries, and GCarso. It plans to continue these operations in
the future. The operations with affiliated companies were carried out at market price.

The Company entered into a service agreement with Telmex whereby the Company
renders consulting services regarding financia! operation and administration to Telmex. The
agreement has an annual term that may be extended for an indefinite period.

During the fiscal years ending on December 31, 2004 and 2003, the most important _

operations with related parties were the following:

: 2004 2003
Purchase of goods, inventory and fixed assets (1) $ 5885234 3 4,028643
Acquisition of 60% of Techtel 874,580
Insurance premiums, administration and operation services,
", brokerage and others fees (2) 3,159,411 3,999,089
Payment of interconnection related to the program “the

caller pays” (3) 10,318,946 9,510,571



" Sale of goods and other services (4) =~ - 989,070 685,776
Sale of long distance services and other telecommunlcatlon .
services (5) . ' 4,318,212 3,577,668

(1) In 2004, $3,792,497 ($2,490,625 in 2003).was included for the purchase of network
construction services and goods from Grupo Condumex’ subsidiary.

(2) tn 2004, $828,172 ($817,320 in 2003) was included for insurance premiums from Seguros
Inbursa, S.A. and $128,506 ($140,119 in 2003) for brokerage services from Inversora Bursatil,
S.A., as well as $334,083 ($344,734 in 2003) for fees paid for administration and operation
services to technology partners.

(3) Expenses related to the interconnection program "the caller pays” for calls made from fixed
telephones to cellular tefephones paid by AMX' subsidiary.

(4) In 2004, $243,304 ($130,791 in 2003) was included for the sale of construction materials to
Grupe Condumex' subsidiary.

(5) Revenue invoiced to AMX subsidiary.

To December 31, 2004, Telmex had net accounts payable with a subsidiary of Grupo
Condumex and a subsidiary of América Movil for $139 million and $390 million, respectively
($271 millions and $869 millions in 2003) Likewise, Embratel had a $563 million loan to pay to
a subsidiary of GFInbursa.

Telmex acquired goods and services from various subsidiaries of GCarso and AMX. Moreover,
Telmex received bank and insurance services from GFInbursa and it subsidiaries. The price of
the goods and the considerations for the services rendered by such companies are similar to
those used by non related parties in comparable operations.

c) Board Members and Shareholders
The Company's management is entrusted to its board of directors. Currently, the board
of directors is comprised by six shareholding members and their substitutes, which were
appointed by the shareholders’ meeting for a one year term. If any of the board of directors’
shareholding member is absent, then the substitute member will attend to the meetings.
Pursuant to the provisions of the Company's bylaws, the ordinary shareholders’
meeting will decide how the board of directors is comprised. However, it must consist of at
least 5 and no more than 20 members.
The main purpose of the board of directors is:
1) To represent the Company before any federal state or municipal authority, before
any national or international individua! or legal entity and before the federal or local
Board of Conciliation and Arbitration;

2) Grant, subscribe, endorse or guarantee any kind of negotiable instrument;

3}  Appoint the Company's directors, emplioyees, managers and attorneys-in-fact to
whom it must state their duties, obligation and remuneration;

4} Open or close offices, branches or agencies;

5)  Acquire shares, equity interests and securities issued by third parties and exercise
the right to vote on said shares or equity interest of other companies;

6) Enter into, amend, terminate or cancel agreements;
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8)

9)

10)

11)

12)

13)

Accept on behalf of the Company, instructions from Mexican or foreign individuals
or legal entities; )

Open bank accounts and withdraw deposits from them,
Establish security interests in personal or real property and create a trust in order

to guarantee the Company's obligations and become a joint obligor, surety and, in
general, become obligated regarding the fulfillment of third parties' obligations,

‘therefore establishing security interests in personal or real property to ensure the

fulfiliment of said obligations;

Confer, substitute and delegate general and special powers for acts of ownership
and administration, lawsuits and collections, provided that these do not substitute
completely the Board's duties or revoke its powers-of-attomney:

Confer authorities to grant, subscribe, endorse and guarantee all kinds of
negotiable instrument; "provided, however, that said authority to guarantee
negotiable instruments must be granted always in order to be jointly exercise by at
least two persons;

Summon shareholders’ meetings and execute the resolutions adopted thereby;

It is the board of directors’ sole authority to approve the operations that are not
encompassed by the regular course of business and that may be carried out by the
Company and its partners with persons that form part of the Company's
administration or with whom said persons are connected in regard to assets, or as
the case may be, a relationship by blood or marriage up to the second degree, the
spouse or commoen-law spouse or if their subsidiaries intend to work with related
parties representing the purchase or sale of 10% or more of the assets; granting
security interest for an amount greater than 30% of the assets; as well as other
operations for more than 1% of the Company's assets.

Below are the names of the Company's board members, the office they represent and
the years that they have served as such. Said members were ratified by the Company's
ordinary shareholders’ meeting held on April 29, 2005. Said persons will continue to occupying
such offices even when the fiscal year has concluded until the meeting has made new
appointments and the board members that were designated take office.

[Space left blank intentionally]



' . Seniority Kind of
Name Title (vears) Member
Shareheclding Members

. . Honorary Shareholding

Carlos Slim Held Chairman for Life s Member
Jaime Chico Pardo Chairman 9 Related
. . , . _ Shareholding

Carlos Slim Domit Vlce-chalfman 9 Member

Humberto Gutiérrez Olvera-

. Zubizarreta - Member 9 Related
Claudio X. Gonzalez Laporte Member 9 Independent
Juan Antonic Pérez Simon Member 9 Independiente

Substitutes
. Shareholding
Arturo Elias Ayub al:::ggjrte - Board 9 Member
. Related
. Shareholding
Daniel Hajj Aboumrad a;tsggj:e Board 9 Member
' Related
N . Substitute  Board Shareholding
Marco Antonio Slim Domit Member . 9 Member
Patrick Slim Domit Substitute  Board 9 Shareholding
Member Member
Substitute  Board
Eduardo Valdés Acra Member 9 Independent
. - Substitute  Board
José Kurt Harfush Member 9 Independent

Relationship by Blood or Marriage up to the Third Degree between Board Members and

Officers

Relationship by Blood
1. First Degree (straight line)

Relationship by Marriag' e

Carlos Slim Domit, Marco Antonio Slim Domit and
Patrick Slim Domit with Carlos Slim Hel(

2. Second Degree (transversal ling)

Carlos Slim Domit with Patrick Slim Domit

and Marco Antonio Slim
Domit

Second Degree (trarisversal line}

Arturo Elias Ayub and Danlel Hajj Aboumrad
with Carlos Slim Held, Marco Antonio Slim

Patrick Slim Domit



Shareholding Members

Carlos Slim Held is a Civil Engineer from the Department Engineering of the National

" Autonomous University of Mexico. He is 65.years old. He has worked as a CEO or board

member of the following corporations; Telmex (Honorary Chairman for Life); AMX (Honorary
Chairman for Life); GCarso (Honerary Chairman for Life and GFtnbursa {Honorary Chairman for
Life). He is the father Carlos Slim Domit, Chairman of the board of directors of Telmex and
GCarso, of Marco Antonio Slim Domit, Chairman of the board of directors of GFinbursa and of.
Patrick Slim Domit, Chairman of the board of directors of AMX.

Carlos Antonio Slim Domit has a bachelor's degree in business administration from the
Universidad Anahuac. He is 38 years old. He is the Chairman of the board of directors of
Telmex, GCarso and Grupo Sanborns, S.A. de C.V. He is a board member of the following

- companies: Sanborn Hermanos, S.A.; Sears Roebuck de México, S.A. de C.V,; Cigarros la

Tabacalera Mexicana, S.A. de C.V. and Grupo Condumex, S.A. de C.V.. Moreover, he is the
Vice-chairman of the board of directors of América Telecom. He is also the CEQ of Telmex. He
is the son of Mr. Carlos Slim Helu and the brother of Marco Antonio Slim Domit and Patrick Slim
Domit.

Jaime Chico Pardo is an Industrial Engineer from the Universidad Iberoamericana. He is 55
years old. Additionally, he is the Vice-chairman of the board of directors of Telmex, Vice-
chairman of the board of directors of America Telecom and board member of AMX and GCarso.
In the past, he served as CEQ of Grupo Condumex, S,A. de C.V. and Chairman of Corporacién
Industrial Llantera (Euzkadi General Tire de México).

Humberto Gutiérrez Olvera Zubizarreta is a Public Accountant from the Banking and
Business School. He is 63 years old. Currently, he is the CEO of GCarso and CEO of Grupo
Condumex S.A. de C.V. Additionally, he is a board member of GCarso, América Telecom,
Telmex, Promotera Inbursa, S.A. de C.V., Grupo Condumex, S.A. de C.V. and Ferrosur, S.A.
de C.V. .

Claudio X. Gonzélez Laporte is a Chemical Engineer by the National Autonomous University
of Mexico. For 25 years, he has served as Chairman of the board of directors for Kimberly
Clark, S.A. de C.V. He is 71 years o¢ld. He is a board member of the following companies:
GCarso, América Telecom; AMX; GFInbursa; Kimberly Clark Corporation; General Electric Co.;
Kellogs Co.; Unilever, Grupo Alfa, S.A. de C.V.; Grupo México, S.A. de C.V.; Grupo Modelo,
5.A. de C.V. and The Mexico Fund Inc.

Juan Antonio Pérez Simoén is a Public Accountant by the National Autonomous
University of Mexico. He is 64 years old. Since 1995, he has served as Vice-chairman of
Telmex as well as Chairman of the board of directors for Sanborms Hermanos, S.A. de C.V. He
is a shareholding member for the following companies: América Telecom; GCarso; GFinbursa
and some of their subsidiaries; Cigarros la Tabacalera Mexicana, S.A. de C.V.; Radiomovil
Dipsa, S.A. de C.V. (Telcel); Sears Roebuck de México, §.A. de C.V.; and other affiliates of
Telmex and GCarso.

Substitute Members

Arturo Elias Ayub has a bachelor's degree in business administration from the Universidad

~ Anahuac and is the Director of Strategic Alliances, Communications and Institutional Relations

of Telmex. He is 39 years old. He is a board member of the following companies: Telmex;
GCarso; AMX; GFInbursa; América Telecom and Sears Roebuck de México, S.A.de C.V. He is
Cartos Slim Helt’s son-in-law and Carlos Slim Domit, Marco Antonio Slim Domit and Patrick
Slim Domit's brother-in-law. '

Daniel Hajj Aboumrad has a bachelor's degree in business administration from the
Universidad Anahuac. He is 39 years old. He is the CEO of AMX, América Telecom and
Radiomévil Dipsa, S.A. de C.V. He is a board member of the following companies: GCarso and
Phillip Morris México,S.A de C.V. Furthermore, he has collaborated with Corporacién Industrial



Llantera, S.A. de C.V. (General Tire); Galas de Méxic[:, S.A. de C.V.; Agusa;-Bimex'and '

Paginas Amarillas, S.A. de C.V. He is Carlos Siim Heli’'s son-in-law and Carlos Skm Domit,
Marco Antonio Slim Domit and Patrick Slim Domit's brother-in-law.

Marco Antonio Slim Domit has a bachelor's degree in business administration from the
Universidad Anghuac. Since August 25, 1997, he serves as Chairman of the board of directors
and CEO of GFinbursa. He is 37 years old. The corporations in which he is a board member
are: all of GFinbursa's subsidiaries, GCarso; AMX; Telmex and Sears Roebuck de Mexico,
S.A., among others. He is the son of Mr. Carlos Slim Held and the brother of Calos Slim Domit
and Patrick Slim Domit, ' ’

Patrick Slim Domit has a bachelor's degree in business administration from the Universidad
Anahuac. Since 2000, he is a director of Telmex and Vice-chairman of GCarso. He was the
CEO of GCarso and CEOQ of Industrias Nacobre, S.A. de C.V. since 1994. He is 36 years old.

" He is the CEO of America Telecom.,S.A de C.V and AMX. Furthermore, he is a board member

of the following companies:; GCarso; Telmex; Hoteles Calinda, S.A. de C.V.; Grupo Condumex,
S.A. de C.V.; Sears Roebuck de México, S.A. de C.V.; Cigarros la Tabacalera Mexicana, S.A.
de C.V,, Promotora Inbursa, S.A. de C.V. and Industrias Nacobre, S.A. de C.V. He is the son of
Mr. Carios Slim Hel and the brother of Marco Antonio Slim Domit and Carlos Slim Domit.

Eduardo Valdés Acra has a bachelor's degree in business administration from the Universidad
Anahuac. Currently, he is the Vice-chairman of GFInbursa and CEO of Inversora Bursatil. He is
41 years old. He is a board member of the following companies: GFlnbursa and all its
subsidiaries; GCarso and Telmex. :

José Kuri Harfush has a bachelor's degree in business administration from the
Universidad Andhuac. He is the CEQ of Janel, S.A. de C.V. He is 56 years old. Additionally, he
is a board member of the following companies: Telmex; AMX: GCarso; GFInbursa and several
of its subsidiaries; Promotora Inbursa, S.A. de C.V. and Grupo Sanboms, S.A. de CV.

Board members and Sharehoiders’ Equity Interest

In regard to the equity interest of more than 1% of the shares of capital stock owned by
Company's individual board members and officers and the shareholders that are beneficiary of
5% or more of the issuers’ shares entitled to vote as well as the Company’'s 10 majority
shareholders, despite their equity interest not reaching the latter percentage, it is important to
underscore that the Corporation does not have complete and exact information about the
individual interest of the board members and officers nor of its shareholders by virtue that their
shares are not registered in the Corporations' ledger according to the current iegislation,

Nevertheless and pursuant to the Company's information to April 29, 2005, 4 board members
have an equity interest of more than 1% directly or indirectly and 7 shareholders have an
individual equity interest of more than 5% of the Company's outstanding capital Stock.
Moreover, Mr. Carlos Slim Held and his close relatives constitute, directly or indirectly, the
Company's principle shareholders. Said family's equity interest is approximately 81% of
Company’s outstanding capital stock to April 29, 2005,

Remuneration for board members and Officers
During the fiscal year ending on December 31, 2004, the board members only received
their fees as payment for attending the board of directors’ meetings. The payment was $56,500

gross MXP per member for the whole year.

Officers

The Company does not have employees since it is only a shareholder. Mr. Jaime Chico
Pardo is the CEC and did not receive any payment whatsoever from the Company for the 2004



fiscal year.. -
Statutory Auditor

The current statutory auditor is Public Accountant Alberto Tiburcio Celorio, managing
partner of Mancera. The substitute statutory auditor is Public Accountant Fernando Espinosa
Lépez.

Auditing Committee

The Company has an auditing committee, which is a subcommittee of the board of
directors. It is comprised of board members of whom the chairman and the majority thereof are
independent. The statutory auditors attend the meetings as guests, without the right to an
opinion or vote. : .

The duties of the audit committee are:
. Draft an annual report about its activities and submit it to the board of directors;
. Give an opinion about transactions with related persohs, and

) Propose hiring independent experts, if necessary, to give an opinion about the
transactions set forth in Article 24, section XVI of the bylaws or the transactions that
are not encompassed by the regular course of business and that may be carried -
out by the Company and its partners with persons that form part of the Company's
administration or with whom said persons are connected in regard to assets, or as
the case may be, a relationship by blood or marriage up to the second degree, the
spouse or common-law spouse or if their subsidiaries intend to work with related
parties representing the purchase or sale of 10% or more of the assets; granting
security interest for an amount greater than 30% of the assets; as well as other
operations for more than 1% of the Company's assets.

The auditing committee is made up as follows:

Jose Kuri Harfush Chairman
Eduardo Valdés Acra
Juan Antonio Pérez Simén

Said committee has at least one finance expert.

During the fiscal year ending on December 31, 2004, the auditing committee members only
received their fees as payment for attending the auditing committee meetings. The payment
was $22,750 gross MXP per member for the whole year,

d) Bylaws and other Agreements

Below is a brief summary of some of the relevant provisions of the bylaws and
applicable legislation. The aforementioned summary does not aim at including all of the
provisions of the bylaws or applicable legislation. It is subject thereto by reference. The
Company’s bylaws have been duly recorded in the Public Commercial Registry of the Federal
District and may be locked up there.

General Information The Company was incorporated on June 24, 1896 as a variable
capital business corporations derived from the spin-off from GCarso, pursuant to the provisions
of the LGSM.

The Company's authorized capital stock is comprised of 3,935'077,043 series-A shares



that are common, registered, without par value and that represent the fixed portion of the capital
stock. The issuance of new shares for the fixed portion of the capital stock requires an
amendment to the Company's bylaws through an extraordinary shareholders’' meeting. As a-
variable capital business corporation, the Company requires a minimum fixed portion of the
capital and it may have a variable portion of capital.” Currently, the Company does not have
shares that represent the variable portion of the capital stock.

Shares can only be subscribed by Mexican investors. Mexican corporations with a
foreigner participation clause and foreigners may onfy purchase such by means of participation
certificates issued by Banco Inbursa

Neither the Company nor its subsidiaries may be shareholders of the Company or
corporations in which the Company is deemed a subsidiary. Notwithstanding the foregoing, the
Company does have the option of acquiring its own shares pursuant to the applicable
provisions, ‘

Stock Registry Series-A1 shares shall be represented by stock certificates that have a
coupons attached. Pursuant to LGSM, only the shareholders registered in the Corporation’s
shareholders’ ledger will be deemed shareholders. Shareholders may physically hold the
shares (that together with the corresponding record in the shareholder's ledger wili certify
ownership) or though the registry in financial entities with an account in Indeval. The ownership
of the shares deposited at Indeval will be evidenced by the registry and lists kept by Indeval.

The shareholders’ ledger shall be closed on the business days before the shareholders’
meeting is scheduled to be held pursuant to the published call.

Voting Rights and Shareholders’ meetings Each series-A1 share entitles its holder to cne
vote in any of Company’s shareholders’ meeting. The shareholders may appoint all of the board
members. Presently, the board of directors is comprised of 6 shareholding members and 6
substitutes. Pursuant to the Company’s bylaws, the board of directors shall be made up of at
least 5 members. Each shareholder or group of shareholders that represent 10% or more of
series-A1 shares shall be entitled to appoint a board member.

General shareholders’ meetings may be ordinary or extraordinary. General
extracrdinary shareholders' meetings are called to discuss the issues set forth by Article 182 of
the LGSM and the bylaws. Basically, these issues are increases and reductions to the fixed
portion of the capital stock and other amendments to the bylaws, liquidation, mergers, spin-offs,
transformation from one kind of corporation into another, change in nationality and change in
corporate purpose. General ordinary meetings are called to discuss all other issues, including
the appointment of board members and statutory auditors. The Company's general ordinary

_ sharehalders’ meeting must be held at least once a year during the following four months after

the close of the previous fiscal year. It shall discuss certain issues set forth by Article 181 of the
LGSM, including the appointment of board members and statutory auditors, approval of the
board of directors’ Report regarding the Company's performance and the financial statements
thereof during the previous fiscal year as well as the distribution of the results for said fiscal
year.

Pursuant to the bylaws, the quorum for the first summons of a general ordinary
shareholders’ meeting is at least half of the outstanding series-A1 shares. Resolutions may be
adopted by a favorable vote of the majority of the series-A1 shares that are present. If there is
no quorum in the first summons, then a second meetlng may be called to adopt resclutions by
means of a favorable vote of the majority of the shares that are present, regardless of the
number of shares.

The quorum needed for the first summons of a general extraordinary shareholders’
meeting or a special meeting is 75% of the outstanding shares entitled to vote on issues to be
addressed by said general extraordinary or special shareholders’ meeting. In order to consider



a resolution as validly adopted by an extraordinary shareholders’ meeting, whether by a first or
ulterior call, the favorable vote of the shareholders owning at least half of the outstanding
shares entitled to vote in regard to issues to be addressed in said extraordinary meeting.

In order for a special shareholders’ meeting to adopt a resolution, whether by a first or
ufterior call, the favorable vote of the at least 50% of the outstanding shares is needed.

Pursuant to law, the shareholders owning 20% of the Company’s outstanding capital stock may
oppose the resolutions of general meetings by submitting a suit before the competent court
within 15 days after the close of the meeting in which said resolution was taken. Said brief must
state that the resolution being challenged violates the law or the Corporation’s bylaws. The right
to challenge pursuant to these provisions may be exercised only by the shareholders (i} that

-have a right to vote in the meeting that adopted the resolution being challenged; and (i) whose

shares were not represented when the resolution was taken or, if they were represented, they
voted against said resclution. '

The shareholders’ meetings may be called by the board of directors through its
chairman or secretary, statutory auditor or any competent judge. Shareholders owning 10% of

. the outstanding shares may request the board of directors or statutory auditor to call a

shareholders’ meeting. Furthermore, the board of directors or statutory auditor must call a
shareholders’ meeting when it receives a written request of any series-A1 shareholder if a
general ordinary shareholders’ meeting has not been held for two consecutive years or if the
shareholders' meeting held during said period have not taken into consideration the issues set
forth by the aforementioned Article 181 of the LGSM. If no meeting is called within the following
15 days after the date of the request, the competent judge may request that the meeting be
held. The call to the meetings must be published in an official newspaper of the Company's
domicile or in a major newspaper in the Federal District at least 15 days prior to the date of
such meeting. The shareholders’ meetings may be held without said publication, provided that
100% of the outstanding shares entitled to vote regarding the issues to be considered by said
meeting are represented. In order to attend a shareholders’ meeting, the shareholders must
request and obtain an admission card. Said shareholders may obtain such, at least with the
anticipation set in the call to the shareholders’ meeting, by submitting adequate proof of
ownership of the Company’s shares. They shall obtain said admission by depositing the shares
with Company’s corporate secretary or with an institution authorized to accept said deposit. If a
shareholder is entitled to attend a meeting, said shareholder may be represented by a proxy
executed before two witnesses.

" Dividends At the ordinary shareholders’ meeting, the board of directors shall submit

Company's financial statement for the previous fiscal year along with the report thereof to the
shareholders. The shareholders, once they have approved the financial statements, shall
determine the Company's distribution of net profits, corresponding to the previous fiscal year.
Pursuant to law, 5% of said net profits must be set aside as a statutory capital reserve, which
shall not be available for distribution until the amount of said legal reserve is equivalent to 20%
of the Company's capital stock (before the effective re-expression thereof in constant pesos).
The excess amounts of legal reserve fund shall be distributed te the other reserve funds
established by the shareholders. These include a fund to purchase their shares from the
Company. The remainder of the net profits, if any, shall be available for distribution as
dividends.

The series-A1 shareholders shall have equal rights per share to receive dividends and other
distributions, including any distributions at the moment of Company’s liquidation. Partially paid
shares will participate in any distribution to the degree that they have been paid at the moment
of distribution, or if they have not been paid, then solely regarding the paid portion.

Capital Stock Variations In general, the capital may be increased by additional contributions in
cash or kind made by the shareholders, capitalization of liabilities or capitalization of certain
entries of capital. Normally, an increase in the capital stock may not be made until all of the
shares of capital stock previously issued and subscribed have been paid completely. A
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reduction of the capital stock may be carried out in order to absorb losses; redeem shares or
release shareholders from pending payments: A reduction of the capital stock in order to
redeem shares, thus reimbursing the shareholders must be done prorated manner or by draw.

The Company's fixed portion of capital stock may increase or decrease by a resolution of
the general extraordinary shareholders’ meetings and by an amendment to the bylaws, while
the Company's variable portion may increase or decrease by a resolution of the general
ordinary shareholders’ meetings.

A shareholders’ resolution is not needed to reduce the capital stock as a result of
exercising the right to withdraw the shares corresponding fo the variable portion of the capital
stock or from the acquisition by the Company of its own shares or from increases to the capital
stock resulting from the sale of shares that it previously purchased.

Right of First Refusal Except under certain circumstances, in the case of an increase of
capital through the issuance of new shares for payment in cash or kind, a series-A1 shareholder
at the moment of increasing the capital has a right of first refusal to subscribe enough number
new shares so as to keep its same percentage of equity interest or in the case of an increase in
capital through the issuance of shares entitled to a restricted vote or with limited corporate
rights, to subscribe the number of shares to be issued that is enough to keep its same
percentage of equity interest. Said right of first refusal must be exercised within the following 15
days after the date of the corresponding notification in the official newspaper of the Company's
domicile or in one of the major newspapers in such domicile. It may also be exercised after the
shareholders’ meeting that approved the increase "of capital if all the shareholders were
represented in said meeting, otherwise said rights will expire. Pursuant to law, shareholders
may not waive their right of first refusal in advance, except under certain circumstances.
Furthermore, these may not be represented by a negotiable instrument aside from the
comresponding share certificate.

Foreign Investment Law Ownership in the Company's capital stock by foreign investment is
regulated by the Foreign Investment Law and the Regulation to the Foreign Investment Law.
The Secretariat of Economics and the Foreign Investment Commission are the agencies in
charge of applying the Foreign Investment Law.

The bylaws establish that the Company shall not admit, directly or indirectly as partners or
shareholders, any foreign investor or corporation without a foreigner-exclusion clause.
Furthermore, the Company shall not acknowledge any rights of said investors or corporations
as partners or shareholders. The Company has created a “neutral” investment trust with Banco
Inbursa threugh. which foreign investors or corporations without a forelgner-exclusmn clause
may purchase shares though partlmpatlon certificates

Minimum Fixed and Variable Capital As a variable capital business corperation, the Company
may issue shares corresponding to its fixed portion and shares corresponding to the variable
portion of its capital stock. The issuance of shares of variable capital stock contrary to the
shares of the fixed portion does not require an amendment to the bylaws; however, the
approval of the general ordinary shareholders’ meeting is needed.

Presently, there are no shares of the Company corresponding to the variable partion of
the capital stock or that are outstanding. If there were shares of variable portion, these may be
withdrawn completely by their shareholders. Except under certain circumstances, the minimum
capital may not be withdrawn. A shareholder of variable portion wishing to completely or
partially withdraw said shares must notify the Company about said withdrawal through a written
and signed notification. If the withdrawal notice is received before the last quarter of the fiscal
year, said withdrawal will become effective at the close of the fiscal year in which the notification
was sent. Otherwise, the withdrawal will become effective on the following fiscal year.



The redemption of the Compény‘s'shares of variable capital stock shall be carried.out at

the lesser of (i) 95.0% of the average share price per volume of the operations traded in the

BMV during the 30 business days before the date in which the withdrawal will become effective
or (ii) the book value per share of variable stock calculated by taking the Company's financial
statements as a basis (approved by an ordinary shareholders’ meeting) corresponding to the
close of the previous fiscal year multiplied by the closing fiscal year in which the withdrawal will
become effective. Any amount that the Company must pay will mature on the following day after
the ordinary shareholders' meeting mentioned in item (i) above.

Duration Pursuant to the Bylaws, the duration of the Company is indefinite.

Share Repurchase At any time, the Company may purchase its own shares through the BMV
at the prevalent market price. The board of directors must authorize said purchase. If said
purchase is carried out, it shall be charged to the net worth provided said shares are owned by
the Issuer. If the Company decides to convert them into treasury shares, then the capital stock
shall be reduced automatically in an amount equivalent to the theoretical value of the
repurchased share (calculated by dividing the Company’s outstanding capital stock by the
number of outstanding shares immediately before said repurchase). |f the purchase price for
said shares is greater than the assumed par value, the difference shall be charged to the net
profits transferred to the special legal reserve created to repurchase the shares. Repurchased
shares shall be kept in the Company's treasury to be later piaced in the BMV. The net worth or,
as the case may be, the Company's capital stock shall increase automatically at the moment
said shares are placed. It will increase by an amount equal to the assumed par value. Any
excess amount shall be transferred to the aforementioned special legal reserve. The
repurchased shares' corresponding equity rights and votes may not be exercised while these
are owned by the Company. Moreover, said shares shall not be deemed as cutstanding for the
purpose of calculating the quorum or vote in any sharehoiders’ meeting during said period.

Repurchase in the Case of Registry Cancellation If the registry of Company’s shares before
the Securities Section of the RNV is cancelled, whether requested by the Corporation or
pursuant to a resolution adopted by the CNBV, then the Company'’s majority shareholders must
make a public tender to purchase the shares that were previously owned by the minority
shareholders. Unless the CNBV approves a different price, said majority shareholders must
purchase the shares at the highest price of either (i) the average estimated price pondered by
the volume of the operations corresponding to the shares for the 30 days before the date of the
offer or (i) the amount in the shareholders’ ledger, reflected in the last quarterly report filed
before the CNBV and the BMV before the date of the offer.

Shareholders’ Conflict of Interest Pursuant to law, any shareholder that has a conflict of
interest regarding any operation whatsoever must abstain from voting on such matter at the
corresponding shareholders’ meeting. If a shareholder votes on a matter in which his or her
interest conflict with those of the Company, such shareholder may be liable for damages if such
transaction would not have been approved without his or her vote.

Board Members’ Conflict of Interest Pursuant to law, any board member that has a conflict of
interest with the Company must reveal this fact to the other board members and abstain from
voting. Any board member that does not comply with the aforementioned provision may be
liable for damages caused to the Company. Furthermore, the members of the board of directors
and the statutory auditors may not represent other shareholders at any shareholders’ meeting.

Right to Withdraw At all times when the shareholders approve an amendment to the
Corporate purpose, the Company's nationality or transformation into another kind of corporation,
then any shareholder entitled to vote regarding said amendment or transformation that voted
against such shall be entitled to withdraw from the Company. Said shareholder shall recelve the
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amount calculated that according to law may be attributed to its shares. However, such
shareholder must exercise its right to withdraw within 15 days after the date in which the
aforementioned meeting was held. The amount that a withdrawing shareholder may receive is
equivalent to its equity interest in the Company's capital stock pursuant to its most recent
balance sheet approved by a general ordinary shareholders’ meeting.

-Legal Actions Against Board Members Pursuant to law, legal action. may be filed for civil

liability against the board members by resolution of the ordinary shareholders’ meeting. If an
ordinary shareholders’ meeting decides to file such action, the defendants shall immediately
stop being board -members, Furthermore, the shareholders' representing at least 15% of the
Company’s outstanding shares may take direct action against the board members; provided
that (i) said shareholders have not voted against taking such action in the corresponding
shareholders’ meeting and (i} said lawsuit includes the damages that have been allegedly
caused to the Company and all of its shareholders and not only to the plaintiffs individually. Said
action may be exercised also in regard to statutory auditors, or as the case may be, against the
members of the Audit Committee. Any reimbursement for such action shall inure to the benefit
of the Company and not to the shareholders who filed such action. .

Authorities of the board of directors — Decisiocns Based Upon Personal Interests The
Company's board of directors may establish payment plans for executives, although this
authority is not established expressly in the bylaws. Neither the board of directors nor the other
internal administrative bodies shall be authorized expressly to take decisions on any matter in

“which any of its members may have a personal interest.

Corporate Rights Conferred by Shares There is no distinction in the shares representing the
Company's capital stock that grant different corporate rights to their holders regarding voting at
general shareholders’ meetings. Furthermore, to the best of the Company's knowledge, there is
no agreement aside from the bylaws that will delay, prevent, defer or make more onerous a
change in the management thereof.

The corporate rights conferred by the shares to each of the Company s shareholder are
not restricted by any trust or any other existing mechanism.

Intermediary Administrative Agencies The Company has an auditing committee, which as an
intermediary administrative body assists the board of directors with any decision-making
regarding its duties. See section "Directors and Shareholders — Duties of the Auditing
Committee.”

Restrictions There are no articles in the bylaws or agreements amongst shareholders that limit
or restrict the Company’s administration or its shareholders in any manner whatsoever.

[Space left blank intentionally]
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" 5. Stock Market

a) Shareholder Structure

The Company has authorized 3,935'077,043 series-A1 shares. To December 31, 2004,

3,538,821,170 of said shares were outstanding.

b) Performance of the Shares in the Stock Market

Below is an information table that shows the performance of the shares in the BMV during the

last three fiscal years to December 31 of each year.

2002

2003

2004
o Volumen 8,294,261,000 4,312,944,000 5,530,308,000
Maximo 23.41 16.2 20.2
Minirmo 9.2 10.6 15
= Ciere 15.68 19.85

11.59

[Space left blank intentionally]




Below is an information table that shows the monthly performance of the shares in the

BMV during the last semester of the 2004 fiscal year.

Juk-04 Ago-04 Sep-04 Oct-04 Nov-04 Dic-04
s VOLUMEN | 242,063,000 | 287,998,900 | 364,920,300 | 386,066,000 | 417.829700 | 255,852,300
MAXIMO 17 16.95 17.3 18 19.2 202
MINIMO 15,25 15,34 16.4 16.3 17.75 17.21
= CERRE 16.14 16.68 16.91 17.75 17.81 19.85

[Space left blank intenticnally]
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Below is an information table that shows the quarterly performance of the shares in the
BMV during the last two fiscal years,

1703 2703 3703 4703 1704 2704 3T04 | 4T04

® Volumen | 1,228,406,0 | 1,328,04,0 [957,877,800|798,611,200| 1,895,428,0 | 1,680,150,0 | 894,962,200 1.059.748.0
Maximo | 125 139 14.53 16.2 16.76 18.15 173 20.2
Minimo 106 10.95 12.2 13.85 15 157 15.25 16.3
- Cierre 11.12 133 14.51 15.68 16.65 16.86 16.91 19.85

[Space left blank intentionally]
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6. Persons in Charge

The following contains the corresponding caveat under the terms set forth in Article 33 of the
Provisions:

CEQ, Director of Administration and Finance, and Chief Counsel® .

Pursuant to Articte 33, Item b), of the “General Provisions Applicable to Securities Issuers and
Other Stock Market Participants,” published in the Federal Official Gazette on March 19, 2003:

“We, the undersigned, state under oath, with respect to the area corresponding to our
respective duties, we drafted the issuer’s information contained in this brochure, which, to our
faithful knowledge and understanding, reasonably reflects the issuer's standing. Likewise, we
state we have no knowledge of significant information’s having been omitted or falsified in this
brochure of this brochure’s possibly causing an error on the part of investors,”

México, Federal District. June 30, 2005

[Signature on the original document]

' Because itis & holding company, the Company does not have employees or.cofficers. Therefore, the officer singing this
caveat has a similar or equivalent titls to the CFO as referred to in the General Provisions Applicable to Share Issuers or
other Participants of the Stock Market, published in the Official Daily Gazette on March 19, 2003; provided that thera is
no such CEO or similar officer thereof.



Signature on the original document
MR. JAIME CHICO PARDO

CEO

Signature on the original document
MR. ARMANDO IBANEZ VAZQUEZ'

Director of Administration and Finan_ce



External Auditor

Pursuant to Article 33, ltem b), of the “General Provisions Applicable to Securities

. Issuers and Other Stock Market Participants,” published in the Federal Official Gazette on March

19, 2003 and exclusively regarding information in the audited financial statements according to
the aforementioned Article, Section 1, item a), Numeral 3 as well as any other financial
information included in this annual report whose source are the financial statements audited by

our firm, Mancera, S.C., Part of Ernst & Yqung Glcbal: .- : -

“I hereby state under oath that the financial statements for Carso Global
Telecom, S.A. de C.V. and its subsidiaries to December 31, 2004 and 2003
contained in this annual report were audited according to the generally
accepted accounting principles in Mexico. Furthermore, | hereby state that
within the scope of the work carried out to audit the aforementioned financial
“statements, | do not have knowledge of relevant financial information that has
been omitted or falsified in this annual report or that it contains information that
could induce the investors to err.”

Signature on the original document
Mr. Fernando Espinosa Lépez
Mancera, S.C
Part of Ernst & Young Global

Date: June 30, 2005
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REPORT OF INDEPENDENT AUDITORS

To the Stockholders of
Carso Global Telecom, S.A. de C.V.

We have audited the accompanying consolidated balance sheets of Carso Global
Telecom, S.A. de C.V. and subsidiaries as of December 31, 2004 and 2003, and the
related consolidated statements of income, changes in stockholders’ equity and changes
in financial position for the years then ended. These financial statements are the
responsibility of the Company’s management. Our respon51b111ty is to express an
opinion on these financial statements based on our audits.

We conducted our audits in accordance with generally accepted auditing standards
generally in Mexico. Those standards require that we plan and perform the audit to
obtain reasonable assurance about whether the financial statements are free of material
misstatement and are prepared in conformity with generally accepted accounting
principles in Mexico. An audit includes examining, on a test basis, evidence supporting
the amounts and disclosures in the financial statements. An audit also includes assessing
the accounting principles used and significant estimates made by management, as well
as evaluating the overall financial statement presentation. We believe that our audits
provide a reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material
respects, the consolidated financial position of Carso Global Telecom, S.A. de C.V. and
subsidiaries at December 31, 2004 and 2003, and the consolidated results of their
operations, changes in their stockholders’ equity and changes in their financial position
for the years then ended, in conformity with generally accepted accounting principles in
Mexico.

Mancera, S.C.
A Member Practice of
Ernst & Young Global

Fernando Espinosa

Mexico City
March 3, 2005, except for the situations mentioned in
Notes 2 and 6, the date of which is April 14, 2005



REPORT OF STATUTORY AUDITOR

To the Stockholders of
Carso Global Telecom, S.A. de C. V.

In my capacity as statutory auditor and in compliance with article 166 of the Mexican
Corporations Act and the bylaws of Carso Global Telecom, S.A. de C.V., I am pleased to
present my report on the consolidated financial statements for the year ended December
31, 2004, as submitted to you by the Board of Directors.

Among other auditing procedures applied, I personally (or in my absence the alternate

“statutory auditor) attended the stockholders’, board of directors’ and audit committee

meetings to which I was summoned. I reviewed, to the extent that I considered necessary
in the circumstances, the unqualified report of the Company’s independent auditors,
dated March 3, 2005, issued as a result of their audit of the financial statements made in
accordance with generally accepted auditing standards in Mexico. Such consolidated
financial statements are the responsibility of the Company’s management.

In my opinion, based on my review and that of the independent auditors, the accounting
and reporting policies and criteria observed by the Company in the preparation of the
consolidated financial statements that are being presented to the stockholders are
adequate and sufficient and were applied on a basis consistent with that of the prior year.
Consequently, it is also my opinion that the above-mentioned consolidated financial
statements present accurately, fairly and sufficiently, in all material respects, the
consolidated financial position of Carso Global Telecom, S.A. de C.V. and subsidiaries
at December 31, 2004, and the consolidated results of their operations, changes in their
stockholders’ equity and changes in their financial position for the year then ended, in
conformity with generally accepted accounting principles in Mexico.

Alberto Tiburcio

Mexico City
March 3, 2005, except for the situations mentioned in
Notes 2 and 6, the date of which is April 14, 2005




CARSO GLOBAL TELECOM, S.A. DE C.V.
AND SUBSIDIARIE_S

Consolidated Balance Sheets

(In thousands of Mexican pesos with purchasing power at December 3] , 2004)

December 31
2004 2003
Assets ‘
Current assets:
Cash and cash equivalents Ps. 20,607,021 Ps. 1 1,057,587
Marketable securities and instruments available : :
for sale (Note 2) 9,005,608 9,614,666
Accounts receivable, net (Note 3) 30,471,018 21,317,264
Inventories for sale, net ' 1,355,505 945,366
Prepaid expenses and other assets 2,025,750 1,845,812
Total current assets ) 63,464,902 44,780,695
Plant, property and equipment, net (Note 4) 151,988,780 127,344,984
Inventories, primarily for operation of the
telephone plant, net ‘ 2,186,020 1,301,155
Licenses, net (Note 5) 3,193,161 617,394
Equity investments (Note 6) 998,484 1,081,142
Net projected asset (Note 7) : 25,622,601 23,495,278
Deferred taxes (Note 17) 5,329,575
Goodwill, net (Note 6) - 11,519,761 1,741,083
Total assets Ps. 264,303,284 Ps. 200,361,731

The accompanying notes are an integral part of these financial statements.



Liabilities and stockholders’ equity
Current liabilities: '

Short-term debt and current portion of long-term

debt (Note 8)
Accounts payable (Note 10)
Accrued liabilities
Taxes payable
Deferred credits (Note 9)
Total current liabilities

Long-term debt (Note 8)

Pensions and seniority premiums (Note 7)
Deferred taxes (Note 17)

.Total liabilities

Stockholders’ equity (Note 16):
Capital stock:
Historical
Restatement increment

Premium on sale of shares
Retained earnings:

Prior years

Current year

Other accumulated comprehensive loss items
Majority stockholders’ equity

Minority interest

Total stockholders’ equity

Total liabilities and stockholders” equity

- December 31

2003

2004
Ps. 15,988,289 Ps. 24,176,363
T 18,243,359 - 10,240,346

8,287,541 5,288,907

7,280,304 1,351,338

2,067,065 1,337.429

51,866,558 42,394,383

102,592,028 65,412,239
1,724,572

16,616,600 19,926,904

172,799,758 127,733,526

1,190,730 1,222,097

4,697,860 4,698,693

5,888,500 3,920,790

557,724 557,724

18,164,306 14,575,459

8,572,269 6,287,592

26,736,575 20,863,051

( 11,256,865) 9,651,324)

21,926,024 17,690,241

69,577,502 54,937,964

91,503,526 72,628,205

Ps. 264,303,284 Ps. 200,361,731




CARSO GLOBAL TELECOM, S.A. DE C.V.

AND SUBSIDIARIES

Consolidated Statements of Income

T

(In thousands of Mexican pesos, except earnings per share,
with purchasing power at December 31, 2004)

Year ended
December 31
2004 2003
Operating revenues:
Local service : Ps. 56,953,119 Ps. 56,667,170
Long-distance service:
Domestic 24,904,666 18,818,312
International 10,674,687 9,112,445
Interconnection service 19,199,027 18,477,105
Corporate networks 13,283,645 8,973,947
Internet 7,818,109 5,380,763
Others 5,968,704 5,482,626
138,801,957 122,912,368
Operating costs and expenses:
ost of sales and services 30,141,264 28,158,412
Commercial, administrative and general expenses 21,957,462 18,373,809
Transport and interconnection 19,938,733 13,063,792
Depreciation and amortization (Notes 4 to 6) 24,895,678 22,976,082
96,933,137 82,572,095
Operating income 41,868,820 40,340,273
Comprehensive financing cost: :
Interest income ( 4,404,071) 3,854,205)
Interest expense 7,993,473 7,062,406
Exchange loss, net 186,769 3,970,821
Net monetary Fosition gain ( 4,028,888) ( 2,448,88%)
Other financial expenses (income) 965,499 ( 882,039)
712,782 3,848,098
Income before income tax and employee profit
sharing 41,156,038 36,492,175
Provisions for (Note 17): :
Income tax 12,475,709 - 11,614,776
Employee profit sharing 2,822,195 2,719,368
15,297,904 14,334,144
Income before equity interest in net loss of
affiliates 25,858,134 22,158,031
Equity interest in net loss of affiliates (Note 6) ( 100,933) ( 185,631)
Net income Ps. 25,757,201 Ps. 21,972 400
Distribution of net income:
Majority interest : Ps. 8,572,269 Ps. 6,287,592
Minority interest 17,184,932 15,684,808
Net income : Ps. 25,757,201 Ps. 21,972,400
Weighted average number of common shares
outstanding (in millions) 3,583.20 3,658.80
Net majority interest earnings per share (Notes
1 and 15) Ps. 2.39 Ps. 1.71

The accompanying notes are an integral part of these financial statements.
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CARSO GLOBAL TELECOM, S.A. DE C.V.
: AND SUBSIDIARIES

Consolidated Statements of Changes in Financial Position

(In thousands of Mexican pesos with purchasing power at December 31, 2004)

- Year ended
December 31
2004 2003
- Operating activities '
et mcome Ps. 25,757,201 Ps. 21,972,400
Add (deduct) items not requiring the use of
resources: : ‘
Depreciation - 22,602,381 21,561,390
Amortization 2,293,297 - 1,414,692
Deferred taxes, net of monetary effect ( 2,623,808) 1,470,926
Equity interest in net loss of subsidiaries 100,933 185,631
Changes in operating assets and liabilities:
(Increase) decrease mn: '
Marketable securities 7,089,667 (6,734,371
Accounts receivable ( 200,470) 114,189
Inventories for sale ( 321,168) 284,775
Prepaid expenses and other assets - 448,627 553,654
Increase (decrease) in: )
Pensions and seniority premiums: ,
Net period cost ‘ 4,390,379 5,145,888
Contributions to trust fund ( 1,649,066) 8,410,768
Payments to employees ( 5,012,281) 4,371,571
Accounts payable and accrued liabilities - 1,084,792 3,634,036
Taxes payable 7,116,971 3,048,050
Deferred credits 55,374 105,338

Resources provided by operating activities 61,132,829 26,610,087

Financing activities '

- New loans 62,748,682 52,023,499
Refayments of loans ( 44,499,454) ( 54,058,872)
Eftect of exchange rate differences and variances '

in debt expressed in constant pesos ( 7,724,115 1,495,208
Decrease in capital stock and retained earnings ‘
due to purchase of Company’s own shares ( 1,608,664) ( 987,109)

Repurchase of shares of subsidiaries, net of

replacement of shares of the subsidiary ( 6,578,975) 12,078,234
Cash dividends paid to minority stockholders 4,925,858 5,319,512
Resources used in financing activities ( 2,588,384) ( 189235020

Investing activities )
Plant, property and equipment )
Marketable securities and instruments available

( 19,583,699) ( 10,439,243)

for sale ( 7,728,385)
Inventories for operation of the telephone plant 738,544) ( 249,283)
Subsidiaries and affiliated companies, net ( 25,503,214) 80,430
Initial balance of cash equity investment in
subsidiaries ' 4,692,515
Other investments ( 133,684) ’ :
Resources used in investing activities ( 48,995,011 ( 10,608,096)
Net increase {decrease) in cash and short-term '
investments 9,549,434 (  2,923,029)
Cash and cash equivalents at beginning of year 11,057,587 13,980,616
Cash and cash equivalents at end of year Ps. 20,607,021 Ps. 11,057,587

The accompanying notes are an integral part of these financial statements.




. CARSO GLOBAL TELECOM, S.A. DE C.V.
AND SUBSIDIARIES

Notes to Consolidated Financial Statements

December 31, 2004 and 2003
(In thousands of Mexican pesos with purchasing power at December 31, 2004)

1. Description of the Business and Significant Accounting Policies
L Deséription of the Business

Carso Global Telecom, S.A. de C.V. and subsidiaries (collectively, the Company or
Telecom) was incorporated on-June 24, 1996 as a result of a spin-off from Grupo Carso,
S.A. de C.V. (Grupo Carso) approved at an extraordinary stockholders® meeting held on
April 30, 1996. :

At December 31, 2004 and 2003, Telecom’s principal asset is represented by its investment
in the shares of Teléfonos de Mex1co S.A.de C.V.and subsxdlarles (Telmex), as well as in
other telecommunications companies

Telmex provides telecommunication services primarily in Mexico. However, as a result of
a number of business acquisitions throughout Latin America, starting in 2004, the
Company also provides its services in Argentina, Brazil, Chile, Colombia and Peru. Telmex
obtains its revenues primarily from telecommunications services, including domestic and
international long-distance and local telephone " services, corporate network data
transmission services, internet and interconnection of customers with cellular telephone
networks, as well as the interconnection of domestic long-distance operators', cellular
telcphone companies’ and local service operators’ networks with the Telmex local network.
~ Telmex also obtains revenues from other activities related to its telephone operations, such
as the publication of the telephone directory and the sale of telephone equipment.

- An analysis of the principal subsidiaries and associated companies of Telecom at
December 31, 2004 and 2003 is as follows:

Equity Equity
investment at investment at
December 31,  December 31,

Company Country 2004 2003
Subsidiaries: .
Teléfonos de México, S.A. de C.V. Mexico 70.58" 69.21
Controladora de Servicios de '
Telecomunicaciones, S.A. de C.V. Mexico 100.0 100.0
Alquiladora de Casas, S.A. de C.V, Mexico 100.0 100.0
Anuncios en Directonios, S.A. de C.V. Mexico 100.0 100.0
Cia. de Teléfonos y Bienes Raices, S.A. de 100.0 100.0
C.Vv. Mexico
Consorcio Red Uno, S.A. de C.V. Mexico 100.0 100.0
Teléfonos del Noroeste, $S.A. de C.V. Mexico 100.0 100.0
Uninet, S.A. de C.V. Mexico 100.0 100.0

Latam Telecomunicaciones LLC United States 100.0 100.0




CARSO GLOBAL TELECOM, S.A.DE C.V.
AND SUBSIDIARIES

Notes to Consolidated Financial Statements

December 31, 2004 and 2003
(In thousands of Mexican pesos with purchasing power at December 31, 2004)

1. Description of the Business and Significant Accounting Policies and Practices
(continued)

I. Description of the Business
Equity Equity

investment at  investment at_
December 31, December 31,

' Corresponds to controlling interests.
? Indirect controlling interest

Company Country 2004 2003
Embratel Participagdes, S.A. Brazil 90.3'
Empresa Brasileira de Telecomunicagdes S.A. Brazil 90.3'
Star One S.A. Brazil 72.2
Telmex do Brasil, Ltda. Brazil 100.0
Telmex Chile Holding, S.A. - Chile 100.0
Telmex Corp. S.A. (formerly Chilesat Corp. S.A)) Chile 99.3
Techtel LMDS comunicaciones '
Interactivas, S.A. Argentina 834
Telmex Argentina, S.A. Argentina 100.0
Metrored Telecomunicaciones, S.R.L. Argentina 834
Telmex Colombia S.A. ' Colombia 100.0
Telmex Peri S.A. Peru 100.0
Empresas y Controles en Comunicaciones,
S.A deCV. Mexico 99.99 99.99
Global Telecom, LLC United States 100.00 160.00
Associated companies: '
" Grupo Telvista, S.A. de C.V. Mexico 45.0 45.0
Technology and Intemet LLL.C . United Siates 50.0 50.0
Soluciones Integrales de Energia, S.A. de C.V. Mexico 34.50 34.50

The amended Mexican government concession under which Telmex operates was signed
on August 10, 1990. The concession runs through the year 2026, but it may be renewed for
an additional period of fifteen years. The concession defines, among other things, the
quality standards for telephone service and establishes the basis for regulating rates.

Under this concession, the Company’s basic telephone service rates are subject to a ceiling
determined by the Federal Telecommunications Commission (COFETEL). However,
during the last four years, TELMEX management decided not to raise its rates for rates for
basic services.



CARSO GLOBAL TELECOM, S.A. DE C.V.
AND SUBSIDIARIES

Notes to Consolidated Financial Statements

December 31, 2004 and 2003
(In thousands of Mexican pesos with purchasing power at December 31, 2004)

1. Description of the Business and Significant Accounting Policies (continued)

I. Description of the Business (continued)

Empresa Brasileira de Telecomunicagdes S.A. (Embratel) provides domestic and
international long-distance services, which include voice and data transmission, among
other services and Star One S.A. (Star One), a subsidiary of Embratel, provides satellite
services. Both companies operate under two separate concessions granted by the Brazilian
federal government via the Brazilian Telecommunications Agency (ANATEL). Both
concessions expire on December 31, 2005. Embratel’s concession for domestic and
international long-distance services may be renewed for an additional 20 years and Star
One’s concession for satellite use may be renewed for an additional 15 years, subject to
certain restrictions. In June 2003, ANATEL announced the general terms and conditions
under which the licenses will be renewed. Both companies formally notified ANATEL of
their approval of such terms and conditions and expressed their intention to renew the
concessions. The companies have not yet received renewals on the agreements, though
management is certain that such concessions will be renewed subject to certain rules.

The rest of the countries operate under concessions and government licenses.

II. Accounting Policies and Practices

The accompanying financial statements were prepared in conformity with generally
accepted accounting principles in Mexico. The significant accounting policies and
practices followed in the preparation of the financial statements are described below:

a) Consolidation and basis of translation of financial statements of foreign
subsidiaries

At December 31, 2004, Telecom owns 40.33% (34.01% in 2003) of the total number of
Telmex shares issued and outstanding. Of this equity interest, Telecom holds 70.58% and
69.21% of the voting shares of Telmex at December 31, 2004 and 2003, respectively (sec
Note 4). Additionally, Telecom indirectly owns through a subsidiary 0.42% in 2004
(0.41% in 2003) of Telmex shares issued and outstanding.

The consolidated financial statements include the accounts of Carso Global Telecom, S.A.
de C.V. and its subsidiaries. All the companies operate in the telecommunications sector or
they provide services to companies operating in this sector.

All significant intercompany accounts and transactions have been e¢liminated in
consolidation. Minority interest refers to certain foreign subsidiaries. '



- CARSO GLOBAL TELECOM, S.A. DE C.V.
AND SUBSIDIARIES

Notes to Consolidated Financial Statements

December 31, 2004 and 2003
(In thousands of Mexican pesos with purchasing power at December 31, 2004)

1. Description of the Business and Significant Accounting Policies (continued)

a) Consolidation and basis of translation of financial statements of foreign
subsidiaries (continued)

The financial statements of foreign subsidiaries were translated into Mexican pesos in
conformity with Mexican accounting Bulletin B-15, Transactions in Foreign Currency and
Translation of Financial Statements of Foreign Operations, issued by the Mexican Institute
of Public Accountants, as follows:

‘The financial statements as reported by the subsidiaries abroad were adjusted by
management in Mexico to conform to Mexican GAAP. Such conversion includes, among
other areas, the recognition of the effects of inflation as required by Mexican accounting
Bulletin B-10, using restatement factors of each country.

All balance sheet amounts, except for stockholders’ equity, were translated at the
prevailing exchange rate at year-end; stockholders’ equity accounts were translated at the
prevailing exchange rate at the time capital contributions were made and earnings were
generated. The statement of income amounts were translated at the prevallmg exchange
rate at the end of the reporting period.

Translation differences are included in the caption Effect of translation of foreign entities
and are included in stockholders’ equity as part of the caption Other comprehensive income
items.

The financial statements of the subsidiary Global Telecom, LLC (Global), located in the
United States of America (US.A)) were translated into Mexican pesos, considering
Global’s transactions as foreign operations. Consequently, the non-monetary items of
Global’s financial statements were translated at the historical exchange rate, recognizing
the effects of inflation in Mexico in conformity with Mexican GAAP.

The minority interest shown in the accompanying financial statements, basically refers to
the equity interest of other Telmex stockholders. -

b) Recognition of revenues

Revenues are recognized at the time services are provided and are subject to management s
estimates at the date of the financial statements.

Local service revenues are derived from new-line installation charges, monthly service
fees, measured usage charges based on the number of calls made, and other service charges
to subscribers. Local service revenues also include measured usage charges based on the
number of minutes in the case of prepayment plans.



CARSO GLOBAL TELECOM, S.A. DE C.V.
AND SUBSIDIARIES

‘Notes to Consolidated Financial Statements

December 31, 2004 and 2003
(In thousands of Mexican pesos with purchasing power at December 31, 2004)

1. Description of the Business and Significant Accdunting Policies (continued)
b) Recognition of revenues (continued)

Revenues from domestic and international long-distance telephone services are determined
on the basis of the duration of the calls and the type of service used. All these services are
billed monthly, based on the rates authorized by the relevant regulatory bodies of each
country. International long-distance service revenues include the revenues earned under
agreements with foreign telephone service providers or operators for the use of facilities in
interconnecting international calls. These agreements specify the rates for the use of such
international interconnecting facilities. These service revenues represent the net settlement
between the parties and include costs of Ps. 1,212,960 and Ps. 1,677,282 in 2004 and 2003,
respectively.

Interconnection service revenues include charges for connecting fixed-system users with
cellular users, as well as the interconnection of domestic long-distance operations, cellular
telephone companies and local service operations networks with the Telmex local network.

Revenues from the sale of prepaid telephone service cards are recognized based on an
estimate of the usage of time covered by the prepaid card. Revenues from corporate
networks are those related to data transmission services. Revenues form prepaid internet
plans are recorded as the service is provided.

¢) Recognition of the effects of inflation on financial information
The Company recognizes the effects of inflation on financial information as required by

Mexican accounting Bulletin B-10, Accounting Recognition of the Effects of Inflation on
Financial Information, issued by the Mexican Institute of Public Accountants (MIPA).

“Consequently, the amounts shown in the accompanying financial statements and in these

notes are expressed in thousands of constant Mexican pesos as of December 31, 2004, The
restatement factor applied to the financial statements for the year ended December 31,
2003 was 1.0519% corresponding to the percentage inflation for the period January 1
through December 31, 2004 based on the Mexican National Consumer Price Index (NCPI)
published by Banco de México (the central bank).

Plant, property and equipment and construction in progress were restated as described in
Note 4. Telephone plant and equipment depreciation 1s computed using the straight-line
method based on the estimated useful lives of the related assets (see Note 4d).

Inventories for the operation of the telephone plant are valued at average cost and are
restated on the basis of specific indexes. The stated value of inventories is similar to
replacement value, not in excess of market.

Other non-monetary assets were restated using adjustment factors obtained from the NCPI.



CARSO GLOBAL TELECOM, S.A. DE C.V.
AND SUBSIDIARIES

Notes to Consolidated Financial Statements

_ December 31, 2004 and 2003
(In thousands of Mexican pesos with purchasing power at December 3 1, 2004)

1. Description of the Business and Significant Accounting Policies (continued)
¢) Recognition of the effects of inflation on financial information (continued)

Goodwill, capital stock, premium on sale of shares, and retained earnings were restated
using adjustment factors obtained from the NCPL

Other accumulated comprehensive loss items include the deficit from restatement of
stockholders’ equity, which consists of the accumulated monetary position gain determined
at the time the provisions of Bulletin B-10 were first applied, derived from the spun-off
company (Grupo Carso), and the result from holding non-monetary assets, which
represents the net difference between restatement by the specific-indexation method and
the constant-peso-value method and the effects of instruments available for sale, the effects
of foreign currency translation, the result from holding non-monetary items, the effect of
repurchase "of shares of subsidiaries net of replacement and the initial effect of the
provision for vacations. ‘

The net monetary position gain represents the effect of inflation o‘ﬁ_ monetary assets and
liabilities. The related amounts were included in the statements of income as part of the

~caption Comprehensive financing cost.

Mexican accounting Bulletin B-12, Statement of Changes in the Financial Position,
specifies the appropriate presentation of the statement of changes in financial position
when the financial statements have been restated in constant Mexican pesos in accordance
with Bulletin B-10. Bulletin B-12 identifies the source and application of resources
representing’ differences between beginning and ending financial statement balances in
constant Mexican pesos. In accordance with this bulletin, monetary and foreign exchange
gains and losses are not treated as non-cash items in the detefmination of resources
provided by operations.

d) Cash equivalents, marketable securities and instruments available for sale

Cash equivalents consist basically by time deposits in financial institutions with maturities
of ninety days or less. :

Marketable securities are represented by equity securities and corporate bonds for trading

and instruments available for sale. Both are stated at market value. Change in the fair value
of instruments classified as available for sale are included in stockholders’ equity through
the time they are sold (see paragraph t).

- e) Financial instruments

~To protect itself against fluctuations in interest and exchange rates, the Company uses

derivatives such as interest-rate swaps and short-term exchange hedges. The determined
gains or losses on these transactions are credited or charged to income using the accrual
method, net of the gains or losses on the related liabilities covered, as required my
gf)lexican accounting Bulletin C-2, Financial Instruments, issued by the MIPA (see Note




CARSO GLOBAL TELECOM S.A.DE C.V.
"~ AND SUBSIDIARIES

Notes to Consolidated Financial Statements

- December 31, 2004 and 2003
(In thousands of Mexican pesos with purchasing power at December 31, 2004)

1. Description of the Business and Significant Accounting Policies (continued)

¢) Financial instruments (continued)

Options are stated at their fair value, which represents the actual amount that the Company
will have to pay for an asset or to settle a liability on the open market. The estimated fair
value of options has been determined using the available market information based on an -
appropriate valuation methodology (see Note 15).
f) Allowance for doubtful accounts

The Company’s policy with respect to the allowance for doubtful accounts is basically to
provide for accounts receivable more than 90 days old.

g) Equity investment in affiliates 1 '
The investrnent in shares of affiliates is valued using the equity method. This accounting

method consists basically of recognizing the investor's equity interest in the results of
operations and in the stockholders’ equity of investees at the time such results are

determined (see Note 6).

h) Goodwill

Goodwill represents the excess purchase price paid for shares over the book value of the
shares acquired. Goodwill is being amortized using the straight-line method in periods
from 5 to 20 years (see paragraph t).

i) Impairment of assets

Effective January 1, 2004, the Company adopted the fequirements of Mexican accounting
Bulletin C-15, Accounting for the Impairment or Disposal of Long-Lived Assets, issued by
the MIPA in March 2003.

Bulletin C-15 establishes that if there are any indications of impairment in the value of
long-lived assets, the related loss should be determined based on the recovery value of the
related asset, which is defined as the difference between the asset’s net selling price and its
carrying amount. An impairment loss is recognized if the net carrying amount of the asset
exceeds the recovery value.

The application of this new fpronouncement had no material effect on the Company’s
results of operations or on its ancial position.

J) Exchange differences

Transactions in foreign currency are recorded at the prevailing exchange rate on the day of
the related transactions. Foreign currency denominated assets and liabilities are translated
using the exchange rate at the balance sheet date. Exchange differences are charged or
credited to operations.



CARSO GLOBAL TELECOM, S.A. DE C.V.
AND SUBSIDIARIES

Notes to Consolidated Financial Statements

, " December 31, 2004 and 2003
(In thousands of Mexican pesos with purchasing power at December 31, 2004)

1. Description of the Business and Significant Accounting Policies (continued)
k) Labor obligations

Pension, seniority premium and medical assistance costs are recognized periodically
during the years of service of personnel, based on actuarial computations made by
independent actuaries, using the projected unit-credit method (see Note 7). Termination
payments are charged to results of operations, if and when the expense is incurred.

1) Liability provisions

The new Mexican accounting Bulletin C-9, Liabilities, Provisions, Contingent Assets and
Liabilities and Commitments, went into effect on January 1, 2003. Bulletin C-9 establishes
-the rules for valuing, presenting and disclosing both liabilities and provisions. C-9 also
establishes the specific rules for valuing and disclosing contingent assets and liabilities. It
also includes the rules for disclosing commitments contracted by the Company in its day-
to-day activities.

The initial accumulated effect of applying this new accounting pronouncement and of
creating the %rovision for vacations represented a charge to retained earnings at the
beginning of the year of Ps. 748,489 (net of deferred taxes) obtained from Telmex. -

~ m) Income tax and employee profit sharing

Deferred taxes are determined by applying the asset and liability method. Under this
method, deferred taxes are recognized on virtually all temporary differences in balance
sheet accounts for financial and tax reporting purposes, using the enacted income tax rate at
the time the financial statements are issued or the enacted income tax rate that will be in
force at the time the temporary differences giving rise to deferred tax assets and liabilities
are expected to reverse.

The Company evaluates periodically the possibility of recovering deferred tax assets and, if
necessary, creates a valuation allowance for those assets that are unlikely to be recovered.

Employee profit sharing is recognized only on temporary differences that were considered
to be non-recurring and that had a known turnaround time.

n) Comprehensive income

In conformity with Bulletin B-4, Comprehensive Income, issued by the MIPA,
comprehensive income consists of current year net income plus the effects of deferred
taxes, labor obligations, the result from holding non-monetary assets, the effects of
repurchase and replacement of shares, and the changes in the fair value of instruments
classified as available for sale, derived from the subsidiary, applied directly to
stockholders’ equity.



CARSO GLOBAL TELECOM, S.A. DE C.V.
AND SUBSIDIARIES

Notes to Consolidated Financial Statements

December 31, 2004 and 2003 .
(In thousands of Mexican pesos with purchasing power at December 31, 200_4)

1. Description of the Business and Significant Accounting Policies (continued)

o) Earnings per share

The Company determined earnings per share by dividing majority net income by the
average weighted number of shares issued and outstanding during the period, as specified
in Mexican accounting Bulletin B-14, Earnings per Share (see Note 16).

p) Use of estimates

The pfeparation of financial statements in conformity with generally accepted accounting
principles requires the use of estimates and assumptions in certain areas. Actual results
could differ from these estimates.

q) 'Concentration of risk

The Company invests a portion of its surplus cash in deposits in financial institutions with
strong credit ratings. Telecom does not believe it has significant concentrations of credit

.risks in its accounts receivable, as it has a broad customer base that is geographically

diverse.
r) Segment information

Segment information is prepared based on information used by the Company in its decision
making process based on the services provided and the geographical areas in which the
Company operates, in conformity with the requirements of Mexican accounting Bulletin B-
5, Financial Information by Segment. (See note 19).

s) Financial instruments with characteristics of both liabilities and equity

Requirements of Bulletin C-12, Accounting for Certain Financial Instruments with
Characteristics of Both Liabilities and Equity, went into effect on January 1, 2004. The
objective of Bulletin C-12 is to specify the differences between liabilities and equity.
Bulletin C-12 also establishes the rules for classifying and valuing the initial recognition of
the components of liabilities and equity of combined financial instruments, as well as the
rules for disclosing such instruments. The application of this new accounting
pronouncement on the Company’s convertible debt resulted in no change in the accounting
treatment given such instruments (see Note 8).

t) New accounting pronouncements

The new accounting pronouncements in force for 2005 are as follows:




CARSO GLOBAL TELECOM, S:A. DE C.V.
AND SUBSIDIARIES

Notes to Consclidated Financial Statements
December 31, 2004 and 2003
(In thousands of Mexican pesos with purchasing power at December 31, 2004)

1. Description of the Business and Significant Accounting Policies (continued)
t) New accounting pronouncements (continued)

Business acquisitions

In May 2004, the Mexican Institute of Public Accountants issued Mexican accounting
Bulletin B-7, Business Acquisitions. The observance of Bulletin B-7 is compulsory for
fiscal years beginning on or after January 1, 2005, although earlier observance is
recommended. Bulletin B-7 addresses the financial accounting and reporting for business
and entity acquisitions and requires that all business combinations be accounted for usin
the purchase method. Bulletin B-7 also eliminates the option of amortizing goodwill an
provides specific rules related to the acquisition of minority interest and to the transfer of
net assets or exchange of equity interests between entities under common control.

Management believes that the adoption of this accounting pronouncement will give rise to
a decrease in the Company’s operating expenses for 2005 of approximately Ps. 1,992,000,
derived from the proscription of amortization of goodwill.

Financial instruments

In April 2004, the Mexican Institute of Public Accountants issued amendments to Bulletin
C-2, Financial Instruments. The amendments establish changes in the rules for valuing
instruments classified as available-for-sale at their fair value and, unlike the previous
Bulletinr C-2, require the disclosure of such instruments at fair-value in stockholders’
equity. The amended Bulletin C-2 also provides the requirements and rules for the
accounting treatment of transfers between financial asset categories. The amendments are
also more precise in establishing the guidelines for the accounting treatment to be given to
impairment in the fair value of financial instruments. Furthermore, the amended bulletin
requires that such instruments be classified as either short-term or long-term and clarifies
the rules for presenting in the statement of changes in financial position changes associated
with the purchase, sale and maturity of financial instruments. Finally, the amendments
broaden the disclosure rules under Bulletin C-2.

The observance of this pronouncement is compulsory for fiscal years beginning on or after
January 1, 2005, although earlier observance is recommended. The Company adopted the
requirements of this new accounting pronouncement in 2004, which gave rise to a charge to
stockholders’ equity of Ps. 1,2474,’%7% derived from its subsidiaries.

Financial instruments derived from hedging activities

In April 2004, the Mexican Institute of Public Accountants issued Bulletin C-10,
Accounting for Derivative Instruments and Hedging Activities. The observance of Bulletin
C-10 is compulsory for fiscal years beginning on or after January 1, 2005, although earlier
observance 1s recommended. Bulletin C-10 establishes the defining characteristics that
financial instruments must have to be considered derivatives, as well as the conditions that
must be met for specifically designating derivatives as hedges. Bulletin C-10 also provides
guidelines for assessing the effectiveness of hedging derivatives and .the rules for their
valuation and the accounting for changes in their fair value. Bulletin C-10 also includes
disclosure and presentation rules for this type of instruments, Management does not
believe the adoption of this new accountin]g requirement will have a material effect on the
Company’s financial position or on its results of operations.
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1. Description of the Business and Significant Accounting Policies (continued)
t) New accounting pronouncements (continued)
Labor obligations

In January 2004, the Mexican Institute of Public Accountants issued the revised accounting
Bulletin D-3, Labor Obligations. The revised bulletin establishes the overall rules for the
valuation, presentation and disclosure of so-called “other post-retirement benefits and the
reduction and early extinguishment of such benefits”, thus nullifying the provisions of
Circular 50. Bulletin D-3 also provides rules applicable to employee termination pay. The
observance of these new rules is compulsory for fiscal years beginning on or after January
1, 2005. Management does not believe the adoption of this new accounting requirement
will have a material effect on the Company’s ﬁnanc1a1 position or on its results of
operations.

u) Reclassifications

Certain captions in the 2003 financial statements as originally issued have been reclassified
for uniformity of presentation with the 2004 financial statements.

2. Marketable securities and instruments available for sale

An analysis of the Company’s investments in ﬁnanma] instruments at December 31,2004
and 2003 is as follows:

At December 31, 2004 At December 31, 2003
Cost Market value Cost Market value
Marketable securities .
Shares Ps. 2,323,706 Ps. 346,337 Ps. 3,797,767 Ps. 1,015,370
Corporate bonds 2,277,479 2,178,662 6,129,523 8,599,296

4,601,185 2,524,999 9,927,290 9,614,666
Instruments available '

for sale
MCI shares 7,728,385 6,480,609 -
Total Ps.12,329,570 Ps. 9,005,608 Ps. 9,927, 290 Ps. 9,614,666

Marketable securities

On April 21, 2004, the Company converted US$ 663.3 million (market value, nominal
value of US$ 1,759.09 million) in bonds issued by MCI Inc. (MCI) to 28.5 million common
MCI shares, which were classified as available for sale. MCI is a U.S.-based
telecommunications company that recently emerged from Chapter 11 proceedings under
the U.S. bankruptcy code.
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2. Marketable securities and instruments available for sale (continued)
Marketable securities (continued)

: At December 31, 2004 the net unrealized loss on marketable securities was Ps. 2,076,186 (a
: net unrealized gain of Ps. 312,624 in 2003). In 2004, the conversion of MCI bonds gave
® rise to a realized gain of Ps. 2,414,355, which corresponds to the difference between the
original cost and the market value of the bonds at the time of their conversion. The realized
loss on the sale of shares in 2004 was Ps. 1,294,441 (Ps. 2,460,271 in 2003).

4

i Instruments available for sale

@ At December 31, 2004, the Company held 28.5 million MCI shares. The unrealized loss on
. instruments available for sale in 2004 was Ps. 1,247,776, which was recognized as a charge
' to stockholders’ equity in comprehensive income. In 2004, Telecom received dividends
i from MCI in the amount of US$ 22.8 million. At March 3, 2005, the market value of this
investment is Ps. 7,102,682.

’ In January and February 2005, MCI received purchase proposals from both Verizon
‘ Communications, Inc. (Verizon) and Qwest Communications International, Inc. The
stockholders of MCI are in the process of evaluating both proposals.

Subsequent Events

) On April 9, 2005, Telmex and other related parties entered into an agreement to sell their
® MCT shares to Verizon Communications Inc. (Verizon). The sales agreement establishes
that Verizon will pay USD 25.72 for each MCI common share, and is subject to several
closing conditions, which include a regulatory approval.

Additionally, selling stockholders are entitled to receive an additional cash payment from
Verizon, if and when Verizon’s common shares value is greater than USD 35.52 for a

® specific period of time, which ends before the first anniversary of the sales agreement.
3. Accounts Receivable
At December 31, 2004 and 2003, an analysis of accounts receivable is as follows:
® 2004 2003
Subscribers . Ps.35,929,186 Ps.19,983,933
Link-up services ' 2,480,476 738,036
, Related parties 488,364 - 433,466
! Other 3,546,207 3,006,598
' _ 42,444,233 24,162,033
e Less: .
Allowance for doubtful accounts 11,973,215 2,844,769

Total Ps.30,471,018 Ps.21,317,264
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3. Accounts Receivable {continued)

At December 31, 2004 and 2003, the caption Other includes an account due from Mcom
Wireless, S.A. in the amount of USD 51.1 million and USD 47.9 million, respectively,
which bears 8.5% annual interest. Due to the uncertainty with respect to the recoverability
of this debt, the full amount of the balance due has been included in the allowance for bad
debts.

Activity in the allowance for bad debts for the years ended December 31, 2004 and 2003
was as follows: :

2004 -2003
Beginning balance at January 1 Ps. 2,844,769 Ps. 2,483,556
Effect of acquired companies 9,470,123
Increase charged to costs and expenses 1,889,383 1,099,200
Increase charged to other accounts - 284,236 426,710
Charges to allowance - ( 2,515,296) ( 1,164,697)
Ending balance at December 31 Ps. 11,973,215 Ps. 2,844,769

4. Plant, Property and Equipment

a. An analysis of plant, property and equipment at December 31, 2004 and 2003, is as
follows:

. 2004 - 2003
Telephone plant and equipment Ps.317,434,811 Ps.253,090,952
- Land and buildings 41,168,685 30,403,586
Computer equipment and other assets 53,748,474 32,118,115
: 412,351,970 315,612,653
Less:
Accumulated depreciation 264,166,228 189,156,079
Net 148,185,742 126,456,574
Construction in progress and advances to equipment
suppliers 3,803,038 888,410
Total Ps.151,988,780 Ps.127,344,984
Included in plant, property and equipment are the following assets held under capital
leases: ‘
2004 2003
Assets under capital leases ) . Ps. 4,178,863 Ps. 4,462,735
Less accumulated depreciation- 1,473,849 1,119,498

Ps. 2,705,014 Ps. 3,343,237
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4. Plant, Property and Equipment (continued)

b) Through December 31, 1996, items comprising the telephone plant were restated based
on the acquisition date and cost, applying the factors derived from the specific indexes
determined by the Company and validated by an independent appraiser registered with the
National Banking and Securities Commission {(NBSC).

Effective January 1, 1997, Bulletin B-10 eliminated the use of appraisals to present plant,
property and equipment in the financial statements. This caption was restated at December
31, 2004 and 2003 as follows:

e The December 31, 1996 appraised value of the imported telephone plant, as well as the
cost of subsequent additions to such plant, were restated based on the rate of inflation in
the respective country of origin and the prevailing exchange rate at the balance sheet
date (i.e., specific indexation factors).

‘e The appraised value of land, -buildings and other fixed assets of domestic origin at
December 31, 1996, and the cost of subsequent additions to such assets were restated
based on the NCPL.

- At December 3;1, 2004, approximately 61% (57% in 2003) of the value of the plant,
property and equipment has been restated using specific indexation factors.

¢) Following are the plant, property and equipment amounts at December 31, 2004 and
2003, restated on the basis of the 2004 NCPI (starting with the appraised values at
December 31, 1996) to meet NBSC disclosure requirements with respect to the restatement
of fixed assets based on specific indexation factors:

2004 2003
Telephone plant and equipment : Ps. 356,327,094 Ps. 283,137,271
Land and buildings 41,168,685 30,403,586
_Computer equipment and other assets 57,604,185 34,091,914
455,099,964 347,632,771
Less: :
Accumulated depreciation ) 301,335,591 218,239,664
Net 153,764,373 129,393,107
Construction 1in progress and advances to
equipment suppliers ) - 3,799,602 887,378

Total =~ . _ Ps. 157,563,975  Ps. 130,280,485
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4. Plant, Property and Equipment (continued)

d) Depreciation of the telephone plant has been calculated at annual rates ranging from
3.3% to 16.7%. The rest of the Company’s assets are depreciated at rates ranging from
3.3% to 33.3%. Depreciation charged to expenses was Ps. 22,602,381 in 2004 and Ps.
21,561,390 in 2003 '

5. Licenses

An analysis of licenses at December 31, 2004 and 2003 is as follows:

2004 2003
- Investment Ps. 3,575,429 Ps. 862,231
Accumulated amortization 382,268 244,836
Net Ps. 3,193,161 Ps. 617,395

In May 1998, Telmex acquired from the Mexican Government concessions to operate
radio spectrum wave frequency bands to provide fixed wireless telephone services at a cost
of Ps. 663,572, _In December 1997, the Company also acquired from the Mexican
Government concessions to operate radio spectrum wave frequency bands for point-to-
point and point-to-multipoint microwave communications at a cost of Ps. 198,659. These
costs are being amortized over a period of 20 years.

Amortization expehse in each year was Ps. 43,112.

In 2004, as a result of the Company’s acquisition of foreign entities, Telmex acquired
software licenses and license for use of point to point and point to multi-point links, which
are being amortized in periods from 5 to 29 years. Amortization expense for these licenses
for 2004 was Ps. 89,777.

An analysis of changes in this item in 2004 is as follows:

Balance at  Effect of Balance at
January 1, acquired Changes for December 31,
2004 companies the year 2004
Investment Ps.862,231 Ps.2,579,514 Ps. 133,684 Ps.3,575,429
Accumulated amortization __ 244,836 137,432 382,268
Net Ps.617,395 Ps.2,579,514 Ps.(  3,748) Ps.3,193,161
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6. Equity Investments

1. Investmént in subsidiaries

Telmex

a) At December 31, 2004 and 2003, the number of shares that the Company holds in

Telmex and the correspondmg percentage equity interest in relatlon to the total number of
outstanding shares of each series is as follows:

Number of shares

. % equity interest

Series 2004 2003 2004 2003
AA 3,000,000 3,000,000 73.82 72.52
A 45,998 45,998 18.23 17.38
L 1,775,503 1,072,963 23.62 13.91
In 2004, Telecom pﬁrchased the following Telmex shares:
Millions of series “L” shares purchased 652.5
Book value Ps. 4,920,323
Acquisition cost 12,950,406
Goodwill for the year | Ps. 8,030,083

At December 31, 2004 and 2003, the Company has obtained several loans providing in
guaranty 51.46 million (51.6 million in 2003) Telmex ADR’s (America Depository
Receipts), which represent 1,029.3 million (1,032.2 million) shares at those dates (see Note
8). Such shares will be released at the maturity date of such loans.

b) Subsequent events

On January 1 and through the balance sheet date, the Company has purchased 28 million
Telmex Series “L” shares, in the amount of Ps. 606,807. Goodwill derived from such
transaction was Ps. 382,686. Therefore, at the date of this audit report including the shares
purchased in 2005 and the repurchase of the subsidiary’s own shares, the equity interest in
Telmex is as follows: ,

Number of
Series shares "% equity interest
AA 3,000,000 73.82
A 45,998 18.35

L 1,803,503 24.40
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6. Equity investments (continued)

On March 9, 2005, Telmex announced that at its regular and extraordinary stockholders’
meeting to be held on April 28, 2005, among other issues, it will make a proposal to
restructure the number of outstanding Series “AA”, “A” and “L” shares, through a two-for-
one share-split, which involves exchanging one outstanding share for two new shares, and
to increase the maximum authorized amount for the acquisition of its own shares by an
additional Ps. 6,000,000.

c) During 2004, Telmex acquired several Latin American subsidiaries. The results of
operations of the new subsidiaries were incorporated in the financial statements of Telecom
starting in the month of acquisition.

All acquisitions were recorded using the purchase method. An analysis of the purchase
price of the net assets acquired per company based on fair values is as follows:

Values at scquisition date

Techtel (1)
Heolders of and
Embrapar  Embrapar _ Chilesat Chilesat Metrored  ATT assets Total
Current assets Ps.13,001,044 Ps.17,335,254 Ps. 558,005 Ps. 624,787 Ps. 166,381 Ps. 828,402 Ps.32,513,873
Fixed assets 23,235,982 25,121,450 768,529 777,341 438,494 1,914,453 52,256,249
Licenses 2,326,238 64,135 175,337 2,565,710
Less: .
Current liabilities 6,641,208 15,287,055 931,344 1,005,394 239,997 380,694 24,485,692
Long-term liabilities 26,725,817 10,051,806 372,248 378,645 244,964 274,797 38,048,277
Fair value of net assets '
acquired 2,870,001 19,444,081 22,942 18,089 184,049 2,262,701 24,801,863
% of equity acquired 100% 14.31% 40% 59.28%  B5.99%(2) 100%
Net assets acquired 2,870,001 2,782,448 9,177 10,723 158,259 2,262,701 8,093,309
Amount paid 4,505,920 3,059,362 592,663 875,298 1,262,018 2,210,590 12,505,851
Goodwill generated 1,635,919 276,914 583,486 864,575 1,103,750  ( 52,111) 4,412,542
" Less goodwill charged to
stockholders” equity 562,057 562,057
Goodwill generated, net 1,635,919 276,914 583,486 864,575 541,702 (52,111} 3,850,485
Amortization of the period 32,172 1,149 16,537 21,750 7,029 { 11,051) 67.586
Goodwill, net Ps. 1,603,747 Ps. 275,765 Ps. 566,949 Ps. 842825 Ps. 534.673 Ps.( 41,060) Ps.3,782,899

(1) The figures of Techtel are presented at book value.
(2) This is the weighted average of the 80% and 95% equity imerest acquired by Techtel and Metrored, respectively.

Telmex determined the fair value of fixed assets by means of an appraisal preformed by
independent experts based on the value in use of each asset.
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6. Equity investments (continued)

Embrapar and Embratel (Brazil)

In July 2004, through an agreement between MCI and TELMEX, the Company acquired
for US$400 million all of MCI’s direct and indirect holdings in Startel Participacdes Ltda

- and New: Startel Participagdes Ltda, the controlling sharcholders of Embratel Participagdes -

S.A. (Embrapar), representing 51.8% of the voting shares and 19.3% of total outstanding
shares of Embrapar. In December 2004 TELMEX, through a public offering of US$ 271.6
million, acquired an additional 14.3% interest in Embrapar, increasing its ownership to
90.3% of the voting shares and to 33.6% of the outstanding shares of Embrapar. Embrapar,
in turn, holds 98.8% of the capital stock of Embratel,

In December 2004, the Board of Directors’ of Embrapar approved an increase in the
company’s capital stock of approximately US$ 700 million. Depending on market -
conditions at the time, Telmex expects to exercise its right to subscribe the Embrapar
shares to which it is entitled in accordance with Brazilian law in an amount ranging from
USS$ 210 million to US$ 700 million based on the amount subscribed by other investors.
Telmex is under no obligation to buy shares.

Subsequent event:

On March 16 and April 8, 2005, Telmex participated in Embrapar’s initial capital increase
with a capital contribution of USD 231.5 million, increasing their share structure to 94.4%
of shares with voting rights and 48.6% of outstanding shares. Telmex also expressed its
intention to participate in future rounds, which will be carried out from April 15 through
May 3, 2005, which could result in an increase in its ownership. '

Chilesat (Chile)

In April 2004. Telmex acquired in a private transaction a 40% interest in Chilesat Corp.
S.A. (Chilesat) for US$ 47 million. Chilesat provides telecommunications services
primarily in Chile. Pursuant to a cash tender offer required by Chilean law, in June 2004
Telmex purchased for US$ 67 million an additional 59.3% interest, increasing its
ownership of Chilesat to 99.3%.

Techtel (Argentina)

In April 2004, Telmex acquired an 80% equity interest in Techtel LMDS Comunicaciones
Interactivas, S.A. and Telstar (Techtel), which provides telecommunication services in
Argentina and Uruguay. A 60% equity interest was acquired from América Mévil, S.A. de
C.V. (América Mévil) for US$ 75 million, and the remaining 20% equity interest was
acquired from Intelec, S.A. for USS$ 25 million. Since Telmex and Ameérica Movil are
entities under common control, the excess of the cost over the book value was charged to
stockholders’ equity. :
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6. Equity Investments (continued)
Metrored (Argentina)

In June 2004, Telmex acquired most of the assets of Metrored, a company engaged in
providing telecommunications services in Argentina. The purchase price was USS 12
million.

AT&T assets (Argentina, Brazil, Chile, Colombia and Peru)

In February 2004, TELMEX acquired most of the assets of AT&T Latin America Corp., a
company engaged in providing telecommunications services to companies in Argentina,
Brazil, Chile, Colombia and Peru. The purchase price was US$ 196.3 million.

Net

Telmex agreed with Globo Comunicag¢des ¢ Participagdes S.A., Distel Holding S.A. and
Roma Participagdes Ltda. (together, “Globo™), to acquire an equity interest in Net Servicos
de Comunicagdes S.A. (“Net”), which is the largest cable television operator in Brazil. Net
is currently engaged in restructuring its debt, on which it ceased making payments in
December 2002. '

Telmex and Globo have agreed that, subject to the closing of Net’s debt restructuring on
specified terms and the satisfaction of other conditions, Telmex will (a) purchase 49% of
the voting interests and all the non-voting interests in GB Empreendimentos e Participa¢des
S.A. (“GB”), a special-purpose company that will own 51% of the common shares of Net
and (b) purchase additional common or non-voting preferred shares of Net from Globo.
These transactions are currently expected to close in March 2005. There is no certainty as
to whether the transaction will be carried out completely. The total cost of these
transactions will be between US$ 250 million and US$ 370 million. Telmex’s total direct
and indirect equity interest in Net will be between 30% and 60%.

Subsequent event

On February 1, 2005, Telmex purchased from Globo 7.3% of the voting shares of Net for
which it paid RPs.54.3 million (US$ 20.4 million). On March 21, 2005, Telmex completed
its transactions agreed with Globo investing USD 290.6 million, therefore, Telmex’s equity
interest increased to 36.6% of shares with voting rights and 7.9% of preferred shares, which
represent 19.6% of Net’s shares that will be in circulation at the closing process of the
capital increase, in addition to its indirect equity interest in Net’s common shares through
GB.

In the agreément with Globo it was agreed that Telmex would buy all the shares offered
during the process to increase capital and that are not subscribed by third parties through a
public auction at 0.35 reales per share. ‘
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6. Equity Investments (continued)

~ Pro forma Financial Data

The following pro forma unaudited combined financial data for 2004 and 2003 are based
on the Company’s historical financial statements, adjusted to give effect to (1) the series of
acquisitions mentioned in the preceding paragraphs; and (ii) certain accounting adjustments
related to the depreciation of the net fixed assets of the acquired companies.

The pro forma adjustments assume that acquisitions were made at the beginning of each
year and the immediately preceding year and are based upon available information and
other assumptions that management believes are reasonable.

The pro forma financial information data does not purport to represent what the effect on
the Company’s operations would have been had the transactions in fact occurred at the
beginning of each year, nor are they intended to predict the Company’s results of
operations.

Unaudited Pro forma combined

Telecom
For the years ended December 31
2004 2003
Operating revenues Ps. 157,421,301 Ps.160,940,928
Net majority income 9,158,669 6,619,730
Earnings per share (in Mexican pesos):
Basic 2.55 1.81
Other subsidiaries

In 2004 and 2003, Telecom made capital contributions of approximately Ps. 56,277 and
Ps. 19,103, respectively, to Empresas y Controles en Comunicaciones, S.A. de C.V.

On December 30, 2004, Telecom received a reimbursement of Ps. 750,000 as a result of the
capital decrease of Empresas y Controles en Comunicaciones, S.A. de C.V.

In 2003, Telecom made capital contributions of Ps. 497 to Multimedia Corporativo, S.A. de
C.V. C

¢) Affiliated companies

An analysis of the equity investment in affiliated companies at December 31, 2004 and 2003,
and a brief description is as follows:
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6. Equity Investments (continued)

2004 2003
Grupo Telvista, S.A. de C.V. Ps. 385954 Ps. 449,703
Technology and Intemet, LLC 196,963 228,989
Soluciones Integrales de Energia, S.A. de C.V. 204,885 204,509
Other 210,682 197,941
Total Ps. 998,484 Ps. 1,081,142

Telmex holds 45% of the capital stock of Grupo Telvista, S.A. de C.V., whose principal asset
is Telvista, Inc. that provides telemarketing services in the U.S.A. In June 2004, the Company
made a capital contribution to this company in the amount of Ps. 52,773 so as to maintain its
historical percentage equity interest, '

Telmex holds 50% of the capital stock of Technology and Intemnet, LLC, which has made

investments in companies engaged in e-commerce, located basically in the U.S.A. and Latin
America.

Telecom holds 34.50% of the capital stock of Sinergia. Based on the equity method, the

- Company credited Ps. 13,923 and Ps. 2,335 to results of operations of 2004 and 2003,

respectively, under the caption Equity interest in net loss of affiliates.

Total equity investments in affiliated companies mostly in the telecommunication sector in
2003 aggregated approximately US$ 3 million. Goodwill generated on these investments was
not material.

Telecom’s equity interest in the results of operations of affiliated companies represented a
charge to operations of Ps. 100,933 in 2004 (charge of Ps. 185,631 in 2003).

An analysis of goodwill at December 31, 2004 and 2003 is as follows:

2004 2003
Beginning balance Ps. 1,741,083 Ps. 3,056,223
Increase due to purchase of Telmex shares 8,030,091
Increase due to purchase of subsidiaries controlled
by Telmex 3,850,485
Accumulated amortization , ( 2,101,898) ( 1,315,140)

Ending balance at December 31 Ps.11,519,761  Ps. 1,741,083
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7. Labor Obligations
Mexico

Substantially all of Telmex’s employees are covered under defined benefits retirement and
seniority premium plans.

Pension benefits. are determined on the basis of compensations of employees in their final
year of employment, their seniority, and their age at the time of retirement.

Telmex has set up an irrevocable trust fund to cover the payment of these obligations. It
adopted the policy of making annual contributions to the fund, which aggregated Ps.
1,649,066 in 2004 and Ps 8,410,768 in 2003. These contributions are deductible for
Mexican corporate income tax purposes.

The transition liability, past services and variances in assumptions are being amortized
over a period of twelve years, which is the estimated average remaining working lifetime
of Telmex employees. ' '

The most important information related to labor obligations 1s as follows: .

Analysis of net period cost:

' 2004 2003
Labor cost Ps. 2,511,593 Ps. 2,439,654
Financial cost on projected benefit obligation 5,610,044 5,189,241
Projected return on plan assets ( 5,781,889) ( 4,800,811)
Amortization of past service costs 1,203,609 1,203,609
Amortization of variances in assumptions 796,623 1,114,195
Net period cost Ps. 4,339,980 Ps. 5,145 888
An analysis of the projected benefit obligation is as follows:

2004 2003

Present value of labor obligations:
Vested benefit obligations Ps. 46,653,645 Ps. 41,155,445
Unvested benefit obligations 45,021,379 38,653,817
Current benefit obligations 91,675,024 79,809,262
Effect of salary projection : 3,769,906 4,628,360
Projected benefit obligations Ps. 95,444,930 Ps. 84,437,622

An analysis of changes in the projected benefit obligation is as follows:
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7. Labor Obligations — Mexico (continued)

: 2004 2003
Projected benefit obligations at beginning of year Ps.84,437,622 Ps.77,705,293
Labor cost 2,511,593 2,439,654
Financial cost on projected benefit obligations 5,610,044 5,189,241
Actuarial loss ' 7,703,907 3,475,005

Payments to employees

Projected benefit obligations at end of year

(_4,818,236)

( 4371.571) -

Ps.95,444,930

Ps.84,437.622

_ An analysis of changes in plan assets is as follows:

. 2004 2003
Established fund at beginning of year Ps. 83,500,760 Ps.64,827,670
Projected return on plan assets 5,781,889 4,800,811
Actuarial gain : 9,394,134 5,461,511
Contributions to trust fund 1,649,066 8,410,768
Established fund at end of year Ps.100,325,849 Ps. 83,500,760

An analysis of assets for pensions and seniority premiums is as follows:

. 2004 2003
Projected benefit obligation in excess (short of) plan
assets Ps. 4,880,919 Ps.( 936,862)
Unamortized actuarial loss 15,614,910 18,101,760
Transitton liability ' 4,853,673 6,026,108
Past services and changes in plan 273,099 304,272
Net projected asset Ps. 25,622,601 Ps.23,495,278

At December 31, 2004 and 2003, the market value of the trust fund for pensions and
seniority premiums exceeded the current benefit obligation by Ps. 8,650,825 and
Ps. 3,691,498, respectively. In conformity with Mexican accounting Bulletin D-3, Labor
Obligations, the balance sheets show a net projected asset of Ps. 25,622,601 and
Ps. 23,495,279 in 2004 and 2003, respectively

In 2004, the net actuarial gain of approximately Ps. 1,690,227 was derived primarily from
an actuarial gain of Ps. 9,394,134, due to the favorable effect on plan assets of the overall
behavior of the Mexican Stock Exchange and the increase in fixed-yield interest rates, as
well as and an actuarial loss of Ps. 7,703,907, attributable to the increase in the projected
benefit obligation due primarily to the fact that; (i) the number of employees that retired
exceeded estimates made at the beginning of the year, (i1) that the Company modified the
estimated retirement age based on experience with retiring personnel (iii) and the
Company decided to update its mortality rates.
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7. Labor Obligations (éontinued)

In 2003, the net actuarial gain of approximately Ps. 1,986,506 was derived primarily from
an actuarial gain of Ps. 5,461,511, due to the favorable effect on plan assets of the overall
behavior of the Mexican Stock Exchange, and an actuarial loss of Ps. 3,475,005
attributable to the increase in the projected benefit obligation due primarily to the fact that
the number of employees who retired exceeded the estimated number at the beginning of
the year.

T

At December 31, 2004 and 2003, the rates used in the actuarial study are as follows:

2004 2003
) % %
Discount of labor obligations :
Long-term average 5.82 5.85
Increase in salaries:
Long-term average 0.94 ~0.96
Annual return on fund 6.82 6.84

At December 31, 2004, 55.6% (59.4% in 2003) of plan assets were invested in fixed-
income securities and the remaining 44.4% (40.6% in 2003) in variable-yield securities.

Brazil

The subsidiaries have established a defined benefits pension plan (DBP) and a defined
contribution plan (DCP) that covers virtually all of its employees, as well as a medical
assistance plan (MAP) for its DBP participants. Liabilities recorded at December 31, 2004
for such plans are as follows:

2004
Pension plan (DPB) Ps. 195,038
Medical assistance plan (MAP) 790,714
Defined contribution plan (DCP) 738,820
Total Ps. 1,724,572

Pension amounts are determined on the basis of compensations of employees in their final
year of employment, their seniority, and their age at the time of retirement. The Company
has established funds through Telos — Fundacién Embratel de Seguridad Social, an
independent entity that manages the fund.

The transition liability for the DPB is being amortized over a period of 20 years, which is
the estimated remaining working lifetime of the Company’s employees. Variances in
assumptions are being amortized over a period of 19 years, which is the expected
remaining lifetime of the Company’s retired personnel.
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7. Labor Obligations (continued)

Defined benefits and medical assistance plans

An analysis of the net period cost for the five-month period ended December 31, 2004 is as

follows:

DBP MAP
Labor cost " Ps. 246  Ps. 34
Financial cost of benefit obligations 193,217 57,623
Projected return on plan assets ( 194439 ( 11,327)
Amortization of variances in assumptions , 1,226 3.819
Net period cost Ps. 250  Ps. 50,149
An analysis of the projected benefit obligations and medical assnstance plan at December
31, 2003, and 2003 1s as follows:

DBP MAP
Present value of labor obllgatlons
Vested benefit obligations Ps. 4,655,303 Ps. 1,556,447
Unvested benefit obligations 8,844 6,234
Current benefit obligations 4,664,147 1,562,681

Effect of salary projection

Projected benefit obligation and obligation under

medial assistance plan Ps. 4,664,147

Ps. 1,562,681

An analysis of the changes in the projected benefit obligations and medical assistance plan

for the five-month period ended December 31, 2004 is as follows:

DBP

MAP

Projected benefit obli gatlons and medical assistance
plan at August 1, 2004
Labor cost

Ps. 4,465,159 Ps. 1,405,210
246 34

Financial cost on projected benefit obligations 193,217 57,623
Actuarial loss 179,488 119,896
Payments to employees ( 173,963) ( 20,082)
Projected benefit obligation and medical assistance

plan at end of period Ps. 4,664,147 _ Ps. 1,562,681

An analysis of the changes in plan assets for the ﬁve-month period ended December 31,

2004 is as follows:

DBP - MAP
Established fund (balance at August 1, 2004) Ps. 4,893,237 Ps. 255,113
Projected return on plan assets 194,439 11,327
~Actuarial gain 79,160 1,663
Payments trom trust fund 173,963) ( 20,082)

Established fund at end of year

Ps. 4,992,873

Ps. 248,021
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7. Labor Obligations (continued)

An analysis of assets from the pension plan and medlcal assistance p]an at December 31,
2004 is as follows:

DBP MAP
Plan assets in excess (short of) projected benefit
obligations and medical assistance plan Ps. 328,726 Ps.(1,314,661)
Transition liability 9,430
Unamortized actuarial (gain) loss (_ 533,194) 523,947
Projected net liability Ps.( 195,038) Ps.( 790,714)

In 2004, the net actuarial loss of Ps, 100,328 in the DBP and Ps. 118,233 in the MAP is due
principally to the actuarial loss of Ps. 179,488 and Ps. 119,896, respectively, attributable to

. the adjustments for past experience and plan changes and actuarial gains of Ps. 79,160 and

Ps. 1,663, respectively, due to the favorable effect on plan assets of the general behavior of
fixed-yield instruments.

At December 31, 2004 and 2003, the rates used in the actuarial studies are as follows:

% .
Discount of labor obligations

Long-term average 11.3
Increase in salaries: ) _

Long-term average 5.0
Annual return on fund 11.3
Annual inflation '

Long-term average 5.0

At December 31, 2004, 77.8% of plan assets are represented by fixed-yield instruments,
13.9% by variable-yield instruments and the remaining 8.3% by other assets.

Defined contribution plan

The unfunded liability represents Embratel’s obligation for those participants that migrated
from DBP to the DCP. Such liability is being amortized over a period of 20 years starting
on January 1, 1999. Any unpaid balance is adjusted monthly based on portfolio asset
returns at that date subject to an increase based on the Brazilian consumer price index plus
6 percentage points for the year. At December 31, 2004, the balance of the obligation of
the DCP aggregated Ps. 738,820.
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8. Long-term Debt

a) Long-term debt consists of the following:

Debt denominated in U.S. dollars:
Consolidated except Embratel:
Convertible debt (1)
Bonds (2)
Banks (3)
Suppliers’ credits
Financial leases
Mexican Government
Total

Average weighted

interest rates at Maturities
December 31 from Balance at December 31
2004 2003 2005 through 2004 2003
4.2% Ps. 9,559,635

6.7% 6.7%
34% 2.2%
38% 2.1%
4.1% 2.2%
3.6% 2.0%

Debt of Embratel denominated in U.S. dollars:

Bonds

Banks

Suppliers’ credits
Financial leases

Total debt denominated in U.S, dollars
" Debt denominated in Mexican pesos:

11.0%
53%

8.4%
13.6%

Domestic  senior  notes  ("Centificados

Bursatiles") (4)
Banks
Medium-term notes (5)
Commercial paper (6}
Financial leases

Total debt denominated in Mexican pesos

Debt denominated in Brazilian reales:

Banks
Financial leases ]
Commercial paper

Total debt denominated in Brazilian reales

Debt denominated in other currencies:

Banks
Financial leases
Suppliers’ credits

Total debt denominated in other currencies:

Total debt

9.9% 8.3%
2.0% 6.3%
7.5% 1.5%
8.56% 5.42%

6.5%

15.0%
19.7%
18.0%

5.4%
8.3%
2.0% 2.0%

Less short-term debt and current portion of

long-term debt excluding Embratet

Embratel
Long-term debt

2008
2014
2007
2011
2006

2008
2013
2007
2006

2012
2007
2007
2005

2008
2007
2005

2017
2027
2022

Ps. 28,162,000 29,547,871
55,469,213 33,930,173

224,411 666,302
1,183,438 2,162,325
51,87 108,422

85,090,933 75,974,728

3,097,820 -
5,519,912 -
74,054 .
71,582 -

93,854,301 75,974,728

13,800,000 10,342,786
1,300,000 - 1,472,742
1,258,998 1,264,889
2,793,842 210,986

' 610

19,152,840 13,292,013

87,098
12,951
4,243,821
4,343,870
720,248
200,759
308,299 321,861
1,229,306 321,861

118,580,317 89,588,602

7,614,864 24,176,363
8,373,425

Ps.102,592,028 Ps. 65,412,239
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8. Long-term Debt (continued)

The above-mentioned rates are subject to variances in international and local rates and do
not include the effect of the Company’s agreement to reimburse certain lenders for
Mexican taxes withheld. The Company’s weighted average cost of borrowed funds at
December 31, 2004 (including interest, fees and reimbursement of such lenders for
Mexican taxes withheld), excluding Embratel, was approximately 4.82% (4.75% at
December 31, 2003), and 6.2% including Embratel.

(1) Convertible debt:

On June 11, 1999, the Company issued USS 1,000 million in convertible senior debentures
that matured on June 15, 2004. During 2004 and 2003, Telmex repurchased US$ 424.7
million of its convertible debentures, while some investors exercised their rights to convert
debentures in the amount of US$ 5 million to 3,417,540 series “L” shares. On the maturity
date, the outstanding balance on the debentures was US$ 570.3 million, which was
amortized as follows: US$ 569.8 million was converted to 385,285,200 (three hundred and
eighty five million, two hundred and eighty five thousand, two hundred) shares at a ratio of
33.8110 ADR’s (one ADR equals 20 series “L” shares) per US$ 1 thousand in principal
and US$ 0.5 million was repaid in cash. Interest accrued on the debentures was Ps.
748,558 in 2004 (Ps. 731,582 in 2003).- ‘

(2) Bonds

a) On January 26, 2001, Telmex issued senior notes for US$ 1,000 million, maturing in
2006 and bearing 8.25% annual interest payable semiannually. Additionally, on May 8,
2001, Telmex issued supplemental senior notes for US$ 500 million with similar
charactenstlcs In 2004, accrued interest on the bonds was Ps. 1,513,187 (Ps. 1,502,756 in
2003).

b) On November 19, 2003, TELMEX issued senior notes for US$ 1,000 million maturing
in 2008 and bearing 4.5% annual interest payable semiannually. In 2004, accrued interest
on the bonds was Ps. 550,690 (Ps. 90,856 in 2003).
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8. Long-term Debt (continued)

(3) Banks:

At December 31, 2004 and 2003, the debt denominated in foreign currency with banks
includes:

i) In 2004, Telecom obtained several loans in the amount of US$ 700 million from foreign
banks (which have maturity dates between 2006 and 2010). To guarantee the loans,
Telecom placed in trust 21.03 million ADR’s representing 420.6 million series “L” Telmex
shares, wﬁich will be returned to Telecom on the date the loans are repayable. At December
31, 2004, the Company has several guaranteed loans from prior years in the amount of US$
910 million (which have maturities dates between 2006 and 2008). To guarantee the
loans, Telecom placed in trust 30.37 million ADR’s representing 607.4 million series “L”
Telmex shares. The loans bear interest at the LIBOR rate plus a premium, which under
current market conditions, ranges from 1.74% to 2.51%. Interest generated on such loans
aggregated Ps. 378,154 and Ps. 203,487 in 2004 and 2003, respectively.

i) In December 2003 the Company obtained loans of US$ 76.7 million from UBS Paine
Webber AG. To guarantee the loan, Telecom placed in trust 5.4 million ADR’s
representing 108 million series “L” Telmex shares. Telecom paid annual interest at the
LIBOR rate plus 0.875%. Such loans matured and were repaid on January 2, 2004. Interest
generated on such loans aggregated Ps. 445 in 2003. -

At December 31, 2003 the Company made cash deposits of US$ 8.7 million to supplement
the guaranty provided in the form of Telmex shares. Such amounts represent a decrease in
the market value of the shares from the date on which the loan was granted and year-end
closing. In 2004, the Company received reimbursement on such deposits since the market
value of the shares exceeded the guaranty value. :

Syndicated loan:

On July 15, Telmex entered into syndicated loan agreements for US$ 2,425 million
structured into three tranches. The first loan is for US$ 1,525 million, has a three-year
maturity and bears interest at the LIBOR plus 0.45%. The second loan is for US$ 900
million, has a five-year maturity and bears interest at the LIBOR plus 0.525%. The balance
of these loans is included under Banks (U.S. dollar denominated liabilities).

(4) Domestic senior notes ("Certificados Bursatiles”)

In Auﬁust 2002, the National Banking and Securities Commission authorized a two-year.
and a half program for Telecom to place domestic senior notes ("Certificados Bursatiles"
of up to Ps. 7,000 million.

On September 10, 2004, Telecom placed Ps. 750 million domestic senior notes
("Certificados Bursatiles"), which mature on September 2, 2010 and bear fixed interest at
the 91-day treasury certificate (CETES) rate plus a premium of 1.10%.



CARSO GLOBAL TELECOM, S.A.DE C.V.
AND SUBSIDIARIES

Notes to Consolidated Financial Statements

. December 31, 2004 and 2003
(In thousands of Mexican pesos with purchasing power at December 31, 2004)

8. Long-term Debt (continued)

On September 10, 2004, Telecom placed Ps. 1,000 million domestic semior notes
("Certificados Bursatiles"), which mature on September 4, 2008 and bear fixed interest at
the 28-day “TIIE” interbank rate plus a premium of 0.75%.

On November 26, 2004, Telecom placed Ps. 2,250 million domestic senior notes
("Certificados Bursatiles"), which mature on October, 2008 and bear fixed interest based
on the arithmetic average of the three 28-day periods of the annual 27, 28 or 29 day “TIIE”
interbank rate plus a premium of 0.86%.

In 2003, Telecom placed Ps. 1,350 million domestic senior notes ("Certificados
Bursatiles"), which mature on November 28, 2008 and bears fixed interest at the 91-day
treasury certificate (CETES) rate plus a premium of 1.20%. In 2002, Telecom placed
Ps. 1,000 million (nominal amount) domestic senior notes (“Certificados Bursatiles™),
which mature in August 2007 and bear fixed interest at the 182-day treasury certificate
(CETES) rate plus a premium of 1.25%

In 2004 and 2003, interest charged to results of operations under Comprehensive financing
cost was Ps. 26,797 and Ps. 103,573, respectively.

Telmex has placed domestic senior notes (“Certificados Bursatiles™) for a total of Ps.
7,450,000 under the Ps. 10,000,000 million program authorized by the National Banking
and Securities Commission.

Subsequent event:
In January 2005, the National Banking and Securities Commission authorized a four-year

for Telecom to place domestic senior notes ("Certificados Bursatiles") of up to Ps. 5,000
million. . :

(5) Medium-term notes

In July 2000, Telecom issued an unsecured medium-term note in the amount of
356,180,900 investment units (UDI’s). The note matures in seven years and is payable at
maturity on July 20, 2007. Interest on the note is payable semi-annually at the annual rate
of 7.50%. At December 31, 2004, the value of the UDI is equal to 3.5347 pesos (3.3520
pesos in 2003 and 3.538104 pesos at March 3, 2005). In 2004 and 2003, accrued interest on
these notes aggregated Ps. 94,287 and Ps. 94,563, respectively.

(6) Commercial paper

At December 31, 2004 and 2003, Telecom’s commercial paper, the balance of which is Ps.
2,793,841 and Ps. 210,986, respectively, was issued at the end of each year, at a weighted
average interest rate of 5.4% and 8.25%, respectively. The commercial paper matures in
January 2005 and 2004, month in which the related liability was paid.
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8. Long-term Debt (continued)
Lines of credit:

At December 31, 2004, the Company has long-term lines of credit with certain foreign
finance institutions. The unused portion of committed lines of credit at December 31, 2004
totaled approximately Ps. 2,331,100, at a floating interest rate of approximately LIBOR.
plus 49 basis points at the time of use. At December 31, 2004, Embratel has unused lines of
credit in the amount of US$ 143,515 that bear 3.5% interest at the time of use.

Prepaid debt

During 2004, TELMEX prepaid a portion of its debt with a number of financial institutions,
excluding the repurchase of convertible bonds, in the amount of approximately US$ 948
million. '

In December 2004, Embratel concluded its prepayment of the debt included in its 2003
refinancing program. During the second half of 2004, Embratel repaid approximately US$
558 million, thus settling loans bearing annual interest at the LIBOR plus 4% and the CDI
plus 4%. Such loans were repaid using proceeds from issuing commercial paper and from
other financing obtained during the fourth quarter 2004. The purpose of repaying such
loans was to reduce Embratel’s cost of financing and release the guarantees provided under
the debt refinancing program '

Embratel also repaid early US$ 22 million in other debt not included in the refinancing
program that bore annual interest of approximately the LIBOR plus 3.5%.

In November 2004, Embratel issued RPs.1,000 million in promissory notes (commercial
paper) to substitute the local debt agreed on in the 2003 debt refinancing plan. Such notes
- represent 102.3% of the CDI and have 180-day maturities that may be rolled over for
additional 180-day terms. Also, during the last quarter of 2004, Embratel obtained loans in
the amount of US$ 165 million with one-year maturities that bear annual interest at the
LIBOR plus 1.2%.

Restrictions
‘The above-mentioned debt is subject to certain restrictive covenants with respect to

maintaining certain financial ratios and the sale of assets, among others. At December 31,
2004, the Company has complied with such restrictive covenants.
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8. Long-term Debt (continued)

Foreign currency debt

.An analysis of the foreign currency denominated debt at December 31, 2004 is as follows:

Exchange rate at

Foreign currency  December 31, = Equivalent in

(in thousands) 2004 (in units) Mexican pesos

U.S. dollar 8,335,195 Ps. 11.26 Ps. 93,854,301
Brazilian real 1,023,575 4.24 4,343,870
Other currencies . 1,229,306
Total ‘ Ps. 99,427,477

Long-term debt maturities at December 31, 2004 are as follows:

Year Excluding Embratel Embratel _ Total
2006 Ps. 20,344,378 Ps. 699,778 Ps. 21,044,156
2007 33,141,351 676,378 33,817,729
2008 25,554,525 3,431,674 28,986,199
2009 12,315,904 191,101 12,507,005
2010 onward 5,882,145 354,794 _ 6,236,939
Total Ps. 97,238,303 Ps. 5,353,725 Ps. 102,592,028

Subsequent event;

On January 27, 2005, Telmex made a bond placement of US$ 1,300 million divided into
two issuances of US$ 650 million each. The first placement matures in 2010 and bears
4.75% annual interest and the second matures in 2015 and bears 5.5% annual interest.
Interest 1s payable semi-annually. On February 22, such placements were reopened and the

bonds 1ssued were increased to US$ 950 and US$ 800 million, respectively.

In January and February 2005, TELMEX repufchased a total of US$ 218.7 (nominal value)
of its own bonds for USS 12,500 million. Such bonds mature in January 2006. The
difference between the repurchase price and the nominal value of the bonds is

USS 10.3 million.
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8. Long-term debt (continued)
Hedgés

As part of its currency hedging strategy, the Company (excluding Embratel) uses
derivatives to minimize the impact of exchange rate fluctuations on U.S. dollar
denominated transactions. During 2004, the Company entered into short-term exchange
hedges which, at December 31, 2004, cover liabilities of USS 4,204.5 million (US$ 585
million in 2003). In 2004, the Company recognized a charge of Ps. 742,120 (credit of Ps.

829,664 in 2003) to results of operations for these hedges corresponding to exchange
differences.

To offset its exposure to financial risks, the Company entered into interest-rate swaps.
Under these contracts, the Company agreed to receive 182-day “TIIE” interbank rate and
the treasury certificate (CETES) rate for contracts in Mexican pesos and to pay fixed rates
on the amount determined by applying agreed interest rates to the base amount. The effect
of interest-rate swaps was recorded in results of operations.

. At December 31, 2004, the Company had interest-rate swaps for a total base amount of Ps.

19.890 million. The Company had interest-rate swaps for a total base amount of
US$ 1,050 million paying fixed rates and receiving a six-month LIBOR rate, and of
'US$ 1,050 million under which it pays a six-month LIBOR rate and receives a fixed rate.
At December 31, 2003, the Company had interest-rate swaps for a total base amount of Ps.
20,592 million and US$ 1,360 million. In the year ended December 31, 2004, the
Company recognized a net expense for these swaps In comprehensive financing cost of Ps.
679,756 (Ps. 483,642 in 2003). Additionally, in 2003 the Company replaced some of its

Mexican peso-denominated hedges, recognizing a charge to comprehensive financing cost
of Ps. 911,890. ‘

Subsequent event:

From January 1 through March 3, 2005, Telecom entered into intérest-rate swaps for a
total amount of Ps. 500 million.

In February 2005, Telecom repaid early the forward contracts of December 2004, and the

forwards entered into in January 2005 of US$ 1,047 million, generating an exchange loss
of Ps. 112 million.

In February 2005, Telecom entered into short-term hedges which at December 31, 2004
cover liabilities of US$ 1,133 million.

The subsidiary Embratel also uses financial instruments with banks (swaps and forwards)
to minimize the effects of exchange rate fluctuations on the Brazilian real due to foreign
currency denominated loans and interest. Such hedges cover the amounts of Brazilian real
necessary to pay exchange rate fluctuations on foreign currency denominated liabilities.
At December 31, 2004, the Company paid liabilities of
US$ 323.9 million. Under these contracts, Embrate] recognized during the period from

August through December 2004 a charge of Ps. 767,817 corresponding to exchange
differences :
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9. Deferred Credits

Deferred credits consist of the following at December 31, 2004 and 2003:

: 2004 2003

Advance billings Ps. 1,912,632 Ps. 1,236,327
Advances from suppliers and others 154,433 101,102
Total Ps. 2,067,065 Ps. 1,337,429

10. Accounts Payable

An analysis of accounts payable at December 3 1, 2004 and 2003 is as follows:

2004 2003
Suppliers Ps. 12,426,396 Ps. 6,602,325
Sundry creditors 2,739,511 1,345,110
Link-up services 715,960 11,164
Related parties ' 1,842,524 1,739,970
Other _ 518,968

541,777

Ps. 18,243,359  Ps. 10,240,346

11. Foreign Currency Position and Transactions

At December 31, 2004 and 2003, the Company had the following foreign-currency
denominated assets and liabilities: :

Foreign currency in millions

Exchange rate

Exchange rate

at December at December 31,
2004 31, 2004 2003 2003

Assets: _

U.S. dollar 1,491 Ps.11.26 1,319 Ps. 11.24

Argentinean Feso 107 3.79

Brazilian rea 3,060 4.24

Chilean peso 20,168 0.02

Colombian peso 10,433 0.0047

Peruvian sof , 80 343
Liabilities: :

U.S. dollar 9,095 Ps.11.26 7,669 Ps. 11.24

Argentinean f)eso : 62 3.79

Brazilian rea 3,512 4.24

Chilean peso . 33,733 0.02

Colombian peso 13,277 0.0047

Peruvian soF - 11 3.43

Euro 61 14.17 23 14.16
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11. Foreign Currency Position and Transactions (continued)

At March 3, 2005, the exchange rates are as follows:

Exchange
Currency rate
U.S. dollar 11.10
Argentinean peso 3.76
Brazilian real 4.20
Chilean peso : 0.02
Colombian peso 0.0048
Peruvian sol 3.40
Euro 14.57

b) In the years ended December 31, 2004 and 2003, the Company had the following
transactions denominated in foreign currencies. Currencies other than the U.S. dollar were

translated to U.S. dollars using the average exchange rate for the year.

Million of dollars
2004 2003
Net revenues USS 1,667 USS - 211
Operating costs and expenses 1,353 106
Interest income 87
Interest expense 443 397

12. Commitments and Contingencies

Commitments

a) Telmex leases certain equipment used in its operations under capital leases. At
December 31, 2004, Telmex had the following commitments under non-cancelable leases.

Year ended December 31,
2005

2006

2007

2008

2009

2010 and thereafter

Total

Less: interest

Present value of minimum net rental payments
Less current portion

Long-term obligation at December 31, 2004

Ps. 972,637
362,186
33,372
32,216
32,089
240,605

1,673,105
204,375

1,468,730
921,836

Ps. 546,894
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12. Commitments and Contingencies (continued)

b) At December 31, 2004, the Company has non-cancelable commitments of
Ps. 9,389,669 (Ps. 8,764,530 in 2003) for the purchase of equipment. Payments made
under purchase agreements aggregated Ps. 9,059,660 in 2004 and Ps. 3,944,213 in 2003.

¢) At December 31, 2004 the Company has oﬁtstandmg letters of credit for approximately .
Ps. 122,436 (Ps. 167 000 in 2003), issued to foreign suppliers for purchase of matcnals and
supplles

Contingencies Mexico

d) In February 1998, the Federal Commission of Economic Competition (COFECO)
determined that Teléfonos de- México, S.A. de C.V. has substantial power in what it
referred to as five telecommunications markets so that, in conformity with Article 63 of the
Federal Telecommunications Act, COFETEL may impose specific obhgatlons with respect
to rates charged and quality of services and information.

The Company’s external lawyers who are handling this matter are of the opinion that this
finding 1s unjustified. Consequently, Teléfonos de México, S.A. de C.V. filed an appeal in
the Federal District Court and obtained protection and shelter under Mexican Federal law.
In September 2004, COFECO handed down a new ruling supporting the findings with
respect to the substantial power that Teléfonos de México, S.A. de C.V. exercises over five
telecommunications markets. Teléfonos de México, S.A. de C.V. filed an appeal in the
Federal District Court. In October 2004, such appeal was admitted by the court and the
final ruling is still pending.

-As a result, the COFECO has initiated other proceedings against Teléfonos de México,

S.A. de C.V. that have also being appealed.

e) In December 1995, a competitor that provides cellular telephone services reported
Teléfonos de México, S.A. de C.V. to the COFECO for alleged monopolistic practices.

In July 2001, the COFECO ruled that Teléfonos de México, S.A. de C.V. was responsible
for monopolistic practices. Teléfonos de México, S.A. de C.V. filed an appeal for
reconsideration against the ruling, but the appeal was declared unfounded and the ruling

. confirmed.

The respective defense against the confirmation of the ruling has been presented before the

- Federal Court of Justice for Tax and Administrative Matters.

As a result, the COFECO has initiated other proceedings_against Teléfonos de México,
S.A. de C.V. that have also being appealed.
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12. Commitments and Contingencies (continued)
Contingencies Mexico (continued)

f) The Mexican Social Securic?z Institute (IMSS) audited Teléfonos de México, S.A.. de
C.V. for the 1997-2001 period. At the conclusion of the audit, it was determined that
Teléfonos de México, S.A. de C.V. owed a total of approximately Ps. 330 million
(historical amount) in taxes, fines, surcharges and restatements at June 2, 2003. Teléfonos
de México, S.A. de C.V. filed an appeal %efore the Federal Court of Justice for Tax and
Administrative Matters, and in accordance with Mexican laws, by means of a bank trust

aranteed payment of such tax liability through July 1, 2005. The Company’s external
awyers who are handling this matter are of the opinion that although the Company’s
appeal is well founded, there is no guarantee that it wi'l)l prevail.

Contingencies Embratel and Star One
Brazilian value-added goods and services tax (ICMS)

The subsidiary Embratel received a number of fines for non-payment of ICMS for services
provided, includin% international services and others, considered by the subsidiary .
Embratel as partially or entirely exempt or nontaxable.  Amounts of approximately. Ps,
368,000 are considered as probable losses in the cases and were duly provided for in the
subsidiary’s financial statements. Amounts considered as corresponding to claims in
which the lawyer’s consider Embratel will prevail are approximately Ps. 3,793,000. As a
result, such amount has not been provided for.

In July 2002, the subsidiary Star One received two assessments by the tax authorities in the
state of Rio de Janeiro for payment of ICMS in the amount of approximately Ps. 1,001,000.
These assessments refer to the ICMS tax on internet and satellite use. In March 2004, Star

.. One was required to pay approximately Ps. 84,000 in the Brazilian Federal District for
“ICMS not paid on satellite use and other obligations. Based on management’s and the

lawyers’ estimates, Star One faces little risk of losing these above-mentioned suits and
consequently, has not provided for such amounts in its t%nancial statements.

The Company’s external lawyers who are handling this matter are of the opinion that
although tﬂe Company’s case is well founded, there is no guarantee that it will prevail.

Income Tax on Inbound International Income

‘Based on its legal advisors' opinion, the subsidiary Embratel believes that the foreign

operating income from telecommunications services (inbound traffic) is not subject to
taxation. In connection with this matter, in late March 1999, the Brazilian Federal Tax
Agency (SRF) assessed the subsidiary in the amount of Ps. 1,219,000 for failing to pay the
re%ate income tax for the years 1996 and 1997. In late. April 1999, the subsi iary.
Embratel appealed to the Taxpayers' Council against this decision, which is still pending.
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12, Commitments and Contingencies (continued)
Contingencies Embratel and Star One (continued)

In June 1999, the subsidiary Embratel was further assessed for nonpayment of income tax
on net foreign source income for 1998 amounting to approximately Ps. 273,000.

As a result of an unfavorable ruling of the administrative defense contesting this
assessment, the Company requested a writ of mandamus, which was initially rejected by

~ the court. However, such ruling was subsequently modified so as to reflect a favorable

decision for the subsidiary. Based on the opinion of the subsidiary’s management and its
legal advisors, who consider the probability of loss as unlikely, the related amounts of the
suits have not been provided for. '

The Company’s external lawyers who are handling this matter are of the opinion that
although the Company’s case is well founded, there is no guarantee that it will prevail.

Brazilian Social Welfare Tax on Service Exports (PIS)

In August 2001, Embratel received a tax claim from the Brazilian Federal Revenue Service
(SRF) totaling approximately Ps. 675,000 for payment of the PIS prior to 1995, which had
been offset in accordance with Brazilian tax law. Based on the facts and arguments
provided, and also on the opinion of the Company’s external lawyers, Embratel's
management considers the probability of a loss in this case as remote. Accordingly, no
provision was recorded in the financial statements for this matter. The Company’s
external lawyers who are. handling this matter are of the opinion that although the
Company’s case is well founded, there is no guarantee that it will prevail.

Brazilian Finance Tax for Service Export Security Tax (COFINS)

There is also a claim against Embrate] in the amount of Ps. 1,451,000 related to the
COFINS exemption on the exportation of telecommunication services for revenues through
the end of 1999. According to management, there were several errors in the computation of
this tax made by the government auditor and, consequently, such amount was later reduced
to approximately Ps. 934,000. Embratel appealed the case in the highest administrative
court and in July 2003, a ruling was issued requiring the claim to be returned to the first
administrative level. A final decision was made by the first administrative level and the
remaining restated amount is approximately Ps. 1,004,000. :

Based on the facts and arguments provided, and also on the opinion of the Company’s
external lawyers, Embratel's management considers the probability of a loss in this case as
unlikely. Accordingly, no provision was recorded in the financial statements for this matter.
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12. Commitments and Contingencies (continued)
Contingencies Embratel and Star One (continued)

The Company’s external lawyers who are handling this matter are of the opinion that
although the Company’s case is well founded, there is no guarantee that it will prevail.

Disputes with third parties

Certain cases are in an advanced stage of the litigation process and, according to
Embratel’s external lawyers, the subsidiary stands a chance of losing at least some of the
cases; consequently, Ps. 700,060 (restated) has been provided for possible unfavorable
rulings. For other litigation totaling Ps. 62,809, Embratel provided guarantee deposits of
Ps. 45,982.  According to the Company’s external lawyers, although the Company’s
arguments in this case are well-grounded, there is no guarantee of a favorable outcome.

13. Related Parties ..

In the years ended December 31, 2004 and 2003, the Company had the following
-transactions with related parties: _

. ' 2004 2003
Purchase of materials, inventories and fixed assets (1) Ps.5,885,234- Ps.4,028,643
Acquisition of 60% of Techtel 874,580 :

Payment of insurance premiums and fees for
admimistrative and operating services, security trading

and others (2) 3,159,411 3,999,089
Payment of CPP interconnection fees (3) 10,318,946 9,510,571
Sale of materials and other services (4) 989,070 685,776

Sale of long distance and other telecommunications
services (5) ,
4,318,212 3,577,668

(1) Includes Ps. 3,792,497 in 2004 (Ps. 2,490,625 in 2003) for fiber optic and satellite
network services with a subsidiary of the Condumex group.

(2) Includes Ps. 828,172 in 2004 (Ps. 817,320 in 2003) for insurance premiums paid to
Seguros Inbursa, S.A. and Ps. 128,506 (Ps. 140,119 in 2003) for intermediation services
paid to Inversora Bursatil, S.A. as well as Ps. 334,083 (Ps. 344,734 in 2003) for fees paid
for administrative and operating services to technology partners.

(3) Interconnection expenses under the “Calling Party Pays” program (CPP); outgoing
calls from a fixed lined telephone to a cellular telephone paid to a subsidiary of América
Movil. - '

(4) Includes Ps. 243,304 in 2004 (Ps. 130,791 in 2003) from the sale of construction
materials to a subsidiary of the Condumex group - ‘
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13. Related Parties (continued)
(5) Revenues from billings to an América Mévil subsidiary.

At December 31, 2004, Telmex had amounts due to a subsidiary of the Condumex group
and a subsidiary of América Moévil of Ps. 139 million and Ps. 990 million, respectively,
(Ps. 271 million and Ps. 869 million in 2003). Embratel had a loan from a subsidiary of
Grupo Financiero Inbursa for Ps. 563 million

Telmex purchases materials and services from several subsidiaries of Grupo Carso, S.A. de
C.V. and América Movil, S.A. de C.V. Additionally, Grupo Financiero Inbursa, S.A. de
C.V. and subsidiaries provide banking and insurance services to Telmex. Contracted
prices of materials and considerations for services are similar to those that would be used
with unrelated parties in comparable transactions.

. The companies mentioned in this note are considered to be related parties, since the

Company’s principal stockholders also directly or indirectly hold a percentage equity
interest in such companies.
14. Provisions

The activity in provistons for other contractual employee benefits for the years ended
December 31, 2004 and 2003 was as follows:

2004 2003
Beginning balance at January 1 Ps. 934413 Ps. 1,136,345
Effect of acquired companies 136,943 ‘
Increase through charge to expenses 3,365,827 3,339,111
Charges to provision ( 3,281,625) ( 3,541,043)
Ending balance at December 31 Ps. 1,155,558 Ps. 934,413

The activity in the provision for vacations for the years ended December 31, 2004 and
2003 was as follows:

2004 2003
Beginning balance at January 1 Ps. 1,095,700 Ps.
Effect of acquired companies ’ 317,290
Increase through charge to expenses 1,556,507 .1,448.972
Increase through charge to other accounts 1,095,700
Charges to provision ( 1,547.817) ( 1,448,972)

Ending balance at December 31 Ps. 1,421,680 Ps. 1,095,700
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14. Provisions (continued)

" The activity in J)rovisions for Embratel’s contingencies for the period from August through

- December 2004, which are included as part of the caption Accrued liabilities, is as follows;
2004
Beginning balance at January 1 -
Etfect of acquired companies Ps. 2,024,691
Increase through charge to expenses 78,167
Charges to provision ( 77,430)
Ending balance at December 31 Ps. 2,025,428

15. Options

In 2001, the Company entered into various call and put option- agreement for 5 million
America Depository Receipts (ADR) for América Movil shares. Each of the ADR’s
covers 20 series “L” América Movil shares. The options contracted by Telecom may only

ge exercised at their expiration August 31, 2004." All options are denominated in U.S.
ollars. '

The fair value of these options at December 31, 2003 represented a net asset of Ps.
366,322 and is included in the balance sheet under the caption Financial instruments. At
December 31, 2003, net unamortized premiums included in Financial instruments
aggregates Ps. 220,378." :

On August 31, 2004, the transaction was paid off and Global obtained a profit of
US$ 44.88 million and is included in the caption Comprehensive financing cost. The
market price of the América Mévil ADR’s was US$ 33.78.

16. Stockholders’ Equity

a) At December 31, 2004 and 2003, capital stock is represented by 3,539 million and 3,632
million common, registered series “A-1" shares, respectively, with no par value,
representing the fixed minimum capital with no withdrawal rights. Also, in conformity
with Telecom’s bylaws, the Company may issue series “A-2" shares, corresponding to
variable capital. At December 31, 2004 and 2003, there are no series “A-2” shares issued
and outstanding.

The variable portion of capital may.not exceed ten times the fixed minimum capital with
no withdrawal rights, and the related shares may only be held by Mexican nationals or
corporate entities with a clause excluding foreigners. :

b) In 1996, Telecom initiated a program to purchase its own shares. For this purpose, in
accordance with the Securities rading Act, the Company appropriated retained earnings
to set up a reserve to purchase its own shares. A charge is made to the reserve for the

excess cost of the shares purchased over the portion of capital stock represented by the
shares acquired.
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16. Stockholders’ Equitj'! (continued)

At a regular stockholders’ meeting held on April 29, 2004, it was agreed to increase the
reserve to purchase the Company’s own shares by Ps 4, 136 480 (Ps. 4,000, 000 nominal
value).

At a regular stockholders’ meeting held on April 29, 2003, it was agreed to increase the
reserve to purchase the Company’s own shares by Ps. 1,077,654 (Ps. 1,000,000 nominal
value).

In 2004, the Company repurchased 93.22 millions of its own shares in the amount of
- Ps. 1,608,664. In 2003, the Company repurchased 74.65 millions of its own shares in the

amount of Ps. 987,109. At the date of the audit report on the financial statements there are

-419.04 shares for replacement.

¢) In conformity with the Mexican Corporations Act, at least 5% of net income of the year
must be appropriated to increase the legal reserve. This practice must be continued each
year until the legal reserve reaches at least 20% of capital stock.

d) To determine the average weighted number of shares issued and outstanding in 2004
and 2003, the shares acquired by the Company have been excluded from the computation.

e) Other accumulated comprehensive loss items include the deficit from restatement of
stockholders’ equity, which consists of the accumulated monetary position gain determined
at the time the provisions of Bulletin B-10 were first applied, derived from the spun-off
company (Grupo Carso), and the result from holding non-monetary assets, which
represents the net difference between restatement by the specific-indexation method and
the constant-peso-value method and the effects of securities available for sale, the effects
of foreign currency translation, the result from holding non-monetary items, the effect of
repurchase of shares of subsidiaries net of replacement and the initial effect of the
provision for vacations.

17. Income Tax, Asset Tax and Employee Profit Sharing

a) Income tax shown in the statements of income represents the tax determined individually
for the Company and for each of its subsidiaries. Telecom and its subsidiary Multimedia
were authorized by the Ministry of Finance and Public Credit to determine their tax result
on a consolidated basis effective January 1, 1999. Telmex is not included in the tax
consolidation. Empresas y Controles was included in the tax consolidation of Telecom
starting in fiscal year 2002.

In addition, Telmex was authorized to consolidate with its subsidiaries for tax purposes
effective January 1, 1995,
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17. Income Tax, Asset Tax and Emplqyee Profit Sharing (continued)

On November 1, 2004, the Ministry of Finance and Public Credit (Hacienda) authorized the
transmission of the tax consolidation of Telecom starting in 2005 in conformity with the
Mexican Income Tax Law, However, this does not result in the tax deconsolidation of
Telmex or its subsidiaries, or in their ceasing to consolidate for tax purposes.

b) The 1.8% asset tax (which is a minimum income tax) is computed on the average value
of most assets net of certain liabilities. Asset tax for the years ended December 3g 1, 2004
and 2003 was Ps. 33,243 and Ps. 22,621, respectively. Telmex’s asset tax for the years
ended December 31, 2004 and 2003 was Ps. 2,706,462 and Ps. 3,004,233, respectively. In
both years Telmex credited against these amounts the corporate income tax paid in such

' years.

Whenever current year income tax exceeds asset tax for the same year, Telecom may
request a refund or offset asset tax paid in any of the immediately succeeding ten years. An
analysis of recoverable asset tax at December 31, 2004 is as follows: )

Year of tax Year of
payment Restated amount  expiration
2001 Ps. 119,905 2011
2002 36,370 2012
2003 22,621 2013
2004 33,243 2014
Ps. 212,139 '

¢) An analysis of income tax provisions is as follows:

2004 2003

Current year Ps. 15,076,089 Ps.10,143,851
- . Deferred tax, net of related monetary position gain

of Ps. 1,196,098 (Ps. 928,198 in 2003) ( 320,983) 1,470,925

Effect of change in statutory rate ( 2,279.397)

Total - Ps. 12,475,709 - Ps.11,614,776

A reconciliation of the statutory corporate income tax rate to the effective rate recognized
for financial reporting purposes is as follows:

Year ended December 31
2004 2003
% %

Statutory income tax rate 33.00 34.00
Effect of change in rate (59
Depreciation ' ( .0.5) E 0.6;
Financial cost : 0.1 4.7
Other 2.5 3.1
Effective tax rate for Mexican operations 29.2 31.8
Income and costs of foreign subsidiaries 1.1

- Effective tax rate 303 31.8
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17. Income Tax, Asset Tax and EAmployee Profit Sharing (continued)

On December 1, 2004, an annual gradual decrease in the corporate income tax rate was

approved so that the rate will eventually be 28% in 2007 and succeeding years. The effect

gfz %ch gatc reduction represented a credit to the results of operations for 2004 of Ps.
,279,397. -

~ The temporary differences, on which the Company (excluding the new Latin American

subsidiaries) recognized deferred taxes in the years ended December 31, 2004 and 2003,

. were as follows:

2004 2003
Deferred tax asset:
- Allowance for bad debts and slow-moving )
inventories ‘ Ps. 868,073 Ps. 971,902
Tax loss carryforwards 1,131,444 1,103,033
Advance billings 351,664 346,123
Liability reserves 925,296 685,272
Unrealized loss on valuation and others’ ( 4,070) 85,221
Recoverable asset tax 262,844 219,726
3,535,251 3.411,277
Deferred tax liability
Fixed assets ( 12,037,402) 15,268,850
Inventories ( 404,448) 393,501
Licenses - ( 134,164) 156,403
Net projected asset ( 7,166,712 . 1,519,427
Prepayments { 409,125
( 20,151,851) (_23,338,181)
Net deferred tax liability Ps.( 16,616,600) Ps.( 19,926,904)

d) At December 31, 2004, the balance of the restated contributed capital account (CUCA)
and the net tax profit account (CUFIN) and the net reinvested tax profit account
(CUFINRE) was Ps. 6,199,853, Ps. 18,602,041 and Ps. Ps.37,761, respectively.

e) The temporary differences on which the new Latin American subsidiaries recognized
deferred taxes in the year ended December 31, 2004 were as follows:

2004
Deferred tax asset:
Fixed assets Ps. 1,044,800
Allowance for doubtful accounts ' 2,654,421
Tax loss carryforwards 1,501,764
Advance billings 65,020
Liability reserves _ - 775,121
6,041,126
Deferred tax liability:
Licenses ( 662,485)
Inventories ( 49.066)
711,551

Net deferred tax asset ' Ps. 5,329,575
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17. Income Tax, Asset Tax and Employee Profit Sharing (continued)

f) Telmex is subject to payment of employee profit sharing in addition to its contractual
compensations and benefits. In 2004 and 2003, employee profit sharing was computed at
10% of tax results, excluding the inflationary component and the restatement of
depreciation expense.

g) In conformity with the current Mexican Income Tax Law, the Company may carry
forward tax losses of a given year against taxable earnings generated in any of the
succeeding ten years. Such losses may be restated for information. An analysis of the
Company’s available tax loss carryforward at December 31, 2004 is as follows:

. Year of
Year of tax loss Restated amount expiration
1999 - Ps. ' 2009
115,166 :
2001 1,942,264 2011
2002 527,710 2012
2003 421,269 2013
2004 257,776 - 2014
Ps. 3,264,185

h) Also, at December 31, 2003, there are other tax losses to be carried forward in the
amount of Ps. 498,706 derived from the sale of shares.

The above-mentioned available tax loss carryforward corresponds to Carso Global
Telecom, S.A. de C.V. In addition, the Company’s Mexican subsidiaries Multimedia and
Empresas y Controles have accumulated tax losses of Ps. 189 and Ps. 372, respectively,

- whose carryforward periods expire between 2006 and 2014.

18. Stock Option Plan

As approved by the stockholders in an ordinary meeting held on February 6, 2001, in
September 2001, Telmex introduced a stock option plan to its officers, for which up to 50
million Series “L” shares were made available. From September 2001 through December
2004, 31,416,905 shares were exercised. Of the 50 million Series “L” shares approved by
the stockholders, 18,583,095 have not yet been exercised.

Subsequent Event:
In a session of Telmex’s Evaluation and Compensation Committee held on February 8,

2005, the Series “L” shares stock option plan was revoked and the remaining unexercised
shares were canceled.
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19. Segments

Telmex operates primarily in two segments: local and long-distance telephone services.
Local telephone service corresponds to fixed local wired service. The long-distance service
includes both domestic and international services, exclusive of the long-distance calls
originated in public and rural telephones, corporate networks, internet, directories and other
services. Additional information related to the Company's operations is provided in Note 1.
The following summary shows the most important segment information, which has been
prepared on a consistent basis:

(In millions of Mexican pesos with purchasing power at December 31,

-2004)
Mexico ]
Local Long Other Latin . Adjustme  Total
service  distance segments  America nts consolidated
At December 31, 2004
Revenues:
External revenues Ps. 78,271 Ps. 24,326 Ps. 20,423 Ps. 15,782 Ps. 138,802
Intersegment revenues 11,277 1,188 o Ps.(12,465)
Depreciation and 13,523 - 2,776 5,837 2,760 24,896
amortization
Operating income 27,211 6,565 7,751 341 41,868
Segment assets 239,719 48,355 43,061 87,206 418,341
At December 31, 2003
Revenues:
External revenues Ps. 78,870 Ps. 25,785 Ps. 18,257 Ps. 122912
Intersegment revenues 11,070 1,192 Ps. (12,262)
Depreciation and amortization 14,797 2,931 5,248 22,976
Operating income 27,531 7,240 5,569 ' 140,340
Segment assets 227,882 48,767 41,153 317,802

Revenues of the recently acquiréd Latin ‘American subsidiaries derive principally from
long-distance services. :

Segmental transactions are reported at market value. Comprehensive financing cost and

provisions for income tax and employee profit sharing are not assigned to the segments;
they are handled at the corporate level.

Segment assets include plant, property and equipment (net of accumulated depreciation),
construction in progress, advances to suppliers of equipment and inventories for operation
of the telephone plant.
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PARTI

Item 1. ldeuﬁt) o! Dmctors, Senlor Managemenl and Adﬂsers

Not apphcah.le

o ltem z Olter Slat{stics and E:l:pected 'r:mmble

Notapphcablc ]
Items Ke}lnformaﬁun-r" C o ) i‘ .
: S}:chn:nmmcm[.mmj SR
Thcsdccmdcomohdamdﬁnmﬂdausmfmﬂ:bdo“hmtbmduwedﬁommn:mmed

: consohdaredﬁnmzlmxunmtsfme:choftheﬁvnmmdmpmudemledbeoembuSl 2004, which
"have been reported on by Mancera, S.C. a member of Emst & Young Global, an independent, registered -

public acoounting firm. The selected consolidated financial data should be read in conjunction with, and - .

¢ are qualified in their entirety by reference to, mnconsokdamdﬁnamals‘mncmsandnotuchm :

mcludcdelsewheremtlusAmmaerpom : )
Ou:rconsohdatcdﬁnmmalmtcmmts hawbempxrpzredmmrdauce wnh gcncn.lly ac:qmd -

accounnngmmcxplcsmMmm or Mexican GAAP, which differ in certain respects from generally

accepted accounting princtples in the United States, or US. GAAP. Note 1% to our audited consolidated
mmmmmmm:hmmofmemdd&mmmmhkanmdUS .

- GAAP, 2s they relate to us; a reconciliation to U.S, GAAP of operating income, net income and toral
stockholders eqmty mdacondmsedstatmmmfcashﬂowsmderUS GAAP

Pursuam to M.en:an GAAP, in 111: cunsohd:ted ﬁnanual smun:nts and th: scl:cted
consolidated fmmcnl data set forth beluw

*  nonmonetary assets (excluding plant, pmpcrty and equpmem of nm—Mcxxcan ungm} and
- . stockholders” eq'um ar:nslztedformﬂanonbasedonﬂmMmcmNanmaiComchncc
Index;’ )

. phm.prmandaqmpmmofwn—hdmmmgmmmﬂkdbu:dnnmcmof
’ mﬁmwmth:comﬂyofongmandcmmdmmhhmpﬁosmgﬂmemwﬂmg
,cxchangemcaltlmbalzn::shcctdate ] ) R
. gamsmdlmscsmpmthzsmgpuwerﬁumholdmgmmyassmandhabihnsm
lrecogmzndmnmomcand

T aﬁﬁnancxalstztunmmarcmmedmconsmﬁpesosasofDmb:rBl 2004
Weluvenotm'erscddmcﬂ'mofmﬂanonatcmmnngunduMmmGAAPmmemcmhmonm }
LS. GAAP of our net mcome and stockholders’ equity, excepu\'xl.h:cspecxmdxmtdmdologyfor

restatement of plant, pmpcny and cqmpment ofuon Mexican origin. Set Naote 19 to our ccnsohd:wd :
ﬁnzncu.l stztanmm S o . .

i
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: o . . {in millisns of proa s of D h SL.Mwmiw
. A o . L ufnnln;ltuﬁ:udchugu)
Balance Sheet Data: . B LT - <o ; .
" Phint, property xd squipment, nat ..: L tsisEs - P17 B Isos . P 131115_ P. 128349
Total assets 253,308 . 195403 184,619 IBlL406 . 189,353
dnbx 13,144 L2134 Lo 2oer X218 33248
" Long-terea dein iy 76847 . 097 60,238 80412 36567
Tota] =znckhaiders’ aquity : ’ 107828 B < | 66599 38,687 39.586
Caital soek : A BER 9B 30285 - 309 217
Semiez AA - : - 4,061 406 4136 - 4,307 3,266
Senies A - 32 L. 268 289 313 : 5
Sl U < T IIRRI & 832 . . &M5 o ioans
US-GAAR:. i o S N S :

Plant, property and equs et © P, 159,369 - P 133,331. P. 145844 | P. [36327 ‘P. 148,656
. Toml asen, 261538 203,386 . 1msn - {8 I 211,990

Qnt-emdehmdmmdlm;m . - - o . i

13,184 RS ) T 12097 m218. 53,248 -

Loag:tern delx o O 038 - g0 35567
Tota stockholders” eqaity ..o s : 90512 pzA L 63220 61,160 )
. Cagia] smck T W% 30286 08 - RAN
EA ] R, [ 3 67 15
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© (1) Inchdes income from di d . 18 the bosingsses w spees offto Arsiea MinZ, S A de GV, or Amiriea Mivil,
) in Sepormber 2000, dle:ﬁthmd?ljﬁm!hmwj GM?)m Sﬂbtlbﬁmwdn

Commpery—{Gameral—Hi
9] “.ehawnnpmmdmmum.mawmm EﬂlhﬁmwthﬂcﬂAhm -

_upuammntytkﬂnu
- @ Far -L dends paid per chare temisted mto US. dollm, vee S 8. mem .

) Al zmowmts lave been adjuztad to refhect 2 wwo-for-ooe sock 3pht spEoved o Decernber 19599 iod sffacted in Febrwoy 2000, They have

: not been adjand w reflact 2 futher twe-for-ome stock split zpproved oo Aprit 28, 2005 mod effectd on May 25, 2005,

{5) Eaming: for this poposs conzizt of axmings bafore provision for income tax but after provizion for eciployee profit sharing, plos fixed
charge: and degreciation of capitabized interest xod s interezt capitabized diring the period Fooed charges for this propose costist of -
mmph:mmwukudmhm& Fwdchxpxdnmnhmnm;mmbn&mwypmmu -

3 gain ox lozs atiibtabl = . ) ] :




EXCHANGE RATES

" Mexico has a free market for foreign exchiange, and the Mexican government allows the peso to
float freely against the U.S_doilar. These can be 1o assurance that the Mexican government will matntam
itscmr_empolicisndmmga;ﬂmlh:ptsoonhmmcpcsowiﬂnotdcpmdmonppmdamsigniﬁmﬂy -
in the future. ' T ' : o

_ The following table sets farth, fos the periods indicated, the high, low, average sad period-end
noon buymg rate in New York City for cable ransfers in pesos published by the Federal Reserve Bank of
New York, expressed in pesos per U.S. dollar. The rates have not been restated in constant currency
units. - ’

' Period - : o High Low Average® - Perfod End

2000 P. 918 P 1008 P 947 P 98
2001 895 997 933 9.16
2002 : . 900 10.43 9.66 10.43
2003 i 1031 - 14 1079 1124
2004 i 1081 . . 1164 RRTE 1115
2004 - : o S S
Decemb e : . TRE T 1115
2005: ' : . ’
Jamary..._ -- : i 1.17 1141 . 121
Februxry _ i1.04 1121 11.09
March ; 1088 1133 1118

© Aprl.. : 11.04 11.23 t 11.08

May : . 1089 11.03 : 1091

(1} Average of month-end rates.

On June 23, 2005, the noon buying rate was P.10.79 to U.S.51.00.

We will pay any cash dividends in pesds, and exchange rate fluctuations will affect the U.S.
dollar amounts received by holders of Amenican Depositary Shares, or ADSs, on conversion by the
Gepositary of cash dividends on the shares represented by such ADSs. Fluctuations in the exchange rate
between the peso and the U.S_ dolar have affected the US. dollar equivalent of the peso price of our
shares an the Mexican Swck Exchange (Bolsa Mexicana do Valores, S.A. da C.V) and, as a result, kave
also affecied the market price of the ADSs. o )



RISK FACTORS h

Risks Relatmg to Our Bus’lness Genen}.l)

Increasing wmpem'ion in M'm'u'a and the olkcr counmes m whidt we operrm' conld adtmd_]
‘_ a_a"ecr our revenues and prof tability . . . : . .

i Wefacemgmﬁcmlcompetummh(mcnanddmo&acmmmwhchweopam which
could result in decreases in current and potential customeérs, revenues and profimbility. Govemmental
nnbonuesmmmyofthcsewmmconunuewgnntn:whcensesandcmcessmnsmnewmkcl ’
entrants, which results in increased competition in those countries. Inaddtmtnchmllogxczl .
dﬂ'elopuwnsmmcreasmgaoss-compennonmcmnmkets suchasbetweenwelessp:wxdusand

L _E.xcdlxmopa:mrs

In Mexico, cmnpctmon in loca! service, pzmmpally from wucless service prawdus. has been

, developing since 1999. In December 2004, there were approximately 38 million celhular lines in service,
comparedvmhappmnm:lrlylslmﬂhunﬁxcdhn:smsavmc(l?Zmﬂhmofwhmhmpaﬂofuur

network). Atp:resem, i8 ﬁxed-hnzlomlopumhmebemgrmtedhcmss,p:mlymMmmCm,

_ Guadalajara, Monterrey, Pueb!n and other l:rge cms

. Wehavealsobegunwfacentwcompenuoanmcoﬁ'mnahletekmszmprmudus who

: have n:cmﬁy been authorized by the Commmunications Mintstry (Secretaria de Comunicaciones 3

Transportes) to provide voice-transmission services to local fixed-line tt]ncommnmﬂnuns upuzm and

.-'-dataandbmadbandlnrcm:tscrncﬁtodrMmﬂnpuhhc. e

Th:cff:ctsofcompcunmmmxhnmmsar:hlghlymxmandwﬂldepmdonawnayof
factors including ecémormic conditions; regulatary developments; the behavior of our customers and
compcutms andd:ccf’fcmvmcssofmusmtswemk: : ‘

Dominant carrier regrd’anans and other regulatory developments could hurt our busmess o
b‘mmng our ubiim [ pursue comperirh'e tmd profitable strategies

Owhmnrssnssubjectmmntmgﬂmm:ndnanhcadvusdyzf&cwdbyd:angesm
law regulauononeglﬂamrypohcy TheMmcanCompenuchomxss:onhasdctmnedtha:wema
dominant prwldcr of cormain welecommunications services, and Mexican law provides for the regulatory
authorities to mpose additional regulations on 4 dominant provider. In the past several years, the
Mexican Compention Commission and the Mexican Federal Telecommunications Commission
(Comision Federal de Telacomunicacienes, or Coferel) have adopied resohmons and regularions thar

- ... apply specifically to us a5 a deminant carrier: We have successfully challenged these resohstions and
-+ regulations in Mexican federal count.. We cannot predict whether the Mexican Competition Commission

or Cofetel will issuc new resolutions or regulations that are substantially stmilar to the successfully
challenged dominant carrier provisions, and if so, whether our judicial challenges will be successful in the
future. We believe that if dominant carrier regulations zre eventuzlly implemented, the new rules and the

. ,re!atedrrgulalmypmced\mmﬂredlmmﬂmhlmywadoptcwfe tanﬂ'pohc:a 8

- World dee Orgmu..anon a':s;mle semnnem between the Lmnd Sla:es and Mmca wr'II result

in clmnga in regulaion that may affect eur bdusiness

.. B\AungZOOO meUmmdSmesmamdanﬁdeeOrgmmummer dispute
settlement against Mexico regarding alleged illegal bamiers to compettion in the Mexican -

", telecommmications market In June 2004, the United States and Mexico reached an agreement under
] “@mMmmmmdasmfmmmmmmlwmmmﬂmmxﬁm

s



. — e ——

requirement that the Mexican carier with thé grdmtsham'ofmngdingniﬁcmépaflﬁaﬂarémn;wy‘

negotiste the settlemeat rate on behalf of afl Mexican carriers for that country. Mexico also agreed to
umodwcencwmguhumsmthmmngﬂmresaleofmngomgmmmallmgdumm Mexico’

- 15 expected to adopt regulanons authorizing resale of outpomg international long distance service as well

as domestic long distance, local, cellulzr and other services. Thcscmgulznmsmnpcctedmbcadnpmd
by the end of July 2005. We cxpect that these new regulations will likely affect our business and -
campetmonmd::ﬁmxcandmﬂpmdomwd;nsm:mthcpnmsmchxg:amcusmmfmdms:

. s:mlccs

Sh:ﬁ’mg nmge pa.r.rnns caul’d erseh a_ﬂ'ec! our revenues -

Wﬁ&dlmemmmkmces&cemumgmemmcﬁnmshxﬁmgusagepamm

rﬁsﬂungﬁomdlemiapuonofpopuhrn:wwchnologcs,mchldmgmrdess devites for voice and othier -’

communications, and the subsequent substitution of these techmologies for fixed-line phones. Far
cxm:plc,we:mmzt:lhnmmasmgpmpomunofczﬂsmztpmummlywmﬂdhn’:hemmadcmu
our fixed-line netwark are now being made on wireless telephones and voice over [P, or VoIP, services
owtside gur netwerk, for which we receive no revenies. Thntcznbcmassm:nccthztt}nsp:mﬁswﬂl‘.

not advuselyaﬂectowtﬂﬂic volume mdcmrrcsu!ts ofopc::ncm.s o

We have mvcsttd in countries in whid: we have lmired a\peﬂente and we may be
unmtcessful in adn'rﬁsmg the new challmga‘ and risks l‘hey prmm‘ -

Wehavcm‘cstcdmag:uwmgmxmhu’oful:comnnmzcaunnsbusm:sscsoumd:omhﬁmnul
core activity of providing fixed-line telecommumications services in Mexico, and we plan to continue to -+
do so i the rest of Latm Amenica. These investments have been made n same countries in which we ]
have little experience and may imvolve risks to which we have nat previously been exposed, szmofthc"-_ R :
investments are in countries that may present different or greater nsks than Mexico, such as Brazil, Chile, =~ - ‘ !
Argmnm,PcmandColmnbu channmasmym:hzxdxsemm“nﬂbestmssﬁﬂ

Risks Rzl.‘ltlng to Ou.r Contml.lmg Sharehoider and Cnp:mi Sl:ructu.re
We are cnn.rroﬂed In one shareho!da' : h

Am;onxyofthevonngshzaofwrconmany(?ﬁé ’.asoszy 17, 2005)lsowntdbycm
Global Telecom, S.A. de C.V_, or Carso Global Telecom, which is controlled by Carlos Stim Helit and
members of bis immediate famity who, taken together, own a majarity of the commeon swock. Carso
Global Telecomi has the effective power to destgnate a majority of the members of our Board of Directors
mdmdﬂmmdxemﬂmmeofothﬂacﬂmsmqmngavomofmeshmho!dmumeprmvuyhrmmd
casuthztreqmavuteofﬂleholdﬂtofLShm s

" The pm!a'ﬂnﬂs qﬂ'arded ta minorily sbarch olders in Ma\':co are d.l_‘ﬂ'erem from !kosf in the
Uniied States . . . .

Undc:Mmcmlzw thcpmtecuonsaffordedwmomysharﬂmldasmduﬂcmmﬁomthoscm

" thie United States. In particular, the law conceming fiduciary duties of directors is not well developed,

there is no procedure for class actions or shareholder derivative actions and there are differem procedural
requummsforbrmgmgshareholdulawsms As a result, in practice it may be more difficuls for
minarity shareholders of Telmex to enforce their ngitts agaiast us or our dn'ectors or connolhng
shareholdefdnmtwomdbefmshareholdmsofal}s oumpany : )



. We engage in rransacrzam with reloted par!‘!e: lha: ma,\ mmre the pammal for conjhcrs of
mrerest

Wemgagemuz:monstmhcmsnsubstdimesomepoCmo SA.deCV oerpo
Carso, and Grupo Financiero Inbursa, $.A. de C V.. or Grupo Financieto Inbursa. Tmsamomsw:m
subnduncsomepoCﬂmmchdcﬂzepmthueofnawmkcmmmmmmmdmamds and

, transactions with Grupo Finaneiero Inbursz include banking services and insurance. We also have -
ongoing operationil relationships with América Mévil, which is cntrolled by América Telecom, SA de -

C.V., or América Telecom. "América Telecom, Carso Global Telecom, Grupo Carso and Grupo .
memhhmmmnﬂndbyCﬁnsShmHeluandmﬂnbusofhmmmdumﬁmlywho taken
togrdn:ownama;mtyof&wcommstxkofcxhcompmy :

We als make i mvsmmns Jointly wnh related pames sell our r.nvrsmms no related pames am:l

" . buy investments from related partics, Recent ovestment transactions with related parties include our

investment in the equity securities of MCE, Inc., orMCI.whlchwemdodmswhomybcdccmndmbc
mdcrcommcontnlmthnsmldlo\rcnmCommanom,hanzyl? 2005 :

~ Our tmnsa:ums wuh relzmd pamm m:y create t!u: potmtxal far conﬂ:ds ofxmctat
Ha.’ders of L Shares and I, Skare ADS; have limited wrhrg righty ‘ -

; OurbylzwsprmudedmholdctsofLSharmmnmpmmmdwvoteemonsuchlmmcd

umsasthcnamformmonmmg:rnfl’dmxorthemncellznmofmglsmnnofﬂwLShzesw:tﬁ :

the Mexican Natiomal Banking and Securities Commission or any stock exchange on which they are

listed. If you hold L Shares ar L: Share ADSs, you will not be able to vore on mast matters, including the ’

declmonofdlndmds ﬂmaresubjccﬂcashareholdavmmaocordmcwxﬂmmbths o

H’alder: of "ADSs are not mmled ] ammd sharehoidm mermlg: and thfy may Dl’lb vole
thro ugh the d’eposf.ran .

UnderMemcanlaw ashar:hnldcnsroquuedtctkpo&tﬂsshamsmthaMmmsmdmnm
order 10 attend a sharcholders” meeting. As long 2¢ a shareholder holds shares in ADS form, the :
shmtiwlduwlﬂnmbe:hktosmsﬁ'dnsreqmtmmt There can be 0o assimance that holders of ADSs

- will receive notice of shareholders® meetings from our ADS depositary in sufficient time to ensble such

holdmmreuunvmmgmmucnmmdzeADSdepcsnarymanmdymmer In the event that -
mstmcnonsmnotreoemdwlmrcspectmmwshresmdedymgADSs,th:ADSd.-.posmryw:ll.
subject to certain limitations, grant a proxy to a person desiguated by us. In the event that tis proxy is

nmgnnmd.d:cADSdeposm:ywﬂwmﬂmeshamsmth:mmamasmmajmt) ofmeshzresof-

czch class for wluch voung mstmctmns are rcccwcd
Iou may no; be mrm‘ed 1o parric:lpare in ﬁu'm"e prermp!hr ngia:s oﬂ'mgs
Under Mexican law dwemncwﬂxmforczshasmof:upmlmmm we generally.

C m:gnntourshamholdersthenghttopurchzscasuﬂic:cn:mnnberofshammmamndmrmsung

ownership percentage in Telmex. Rights to purchase shares in these circumstances are known as

preemptive rights. We may not legally be permitted to allow helders of ADSs or holders of L Shares or A
- Shares in the United States to exercise any preemptive rights in any fiture capital imcrease unless we file a -
" registration statement with the U S, Securities and Exchange Commission, or SEC; with respect to that

funure 1ssuance of shares. Atthenmeufmvﬁmn:capmlmease,wemllaﬂuztcthecosts:nd

potential liabilities associated with filing a registration statement with the SEC and any other fartars that .

urconsxdenmmummtktznnmewimhﬂ“cmﬂﬁlcmmhamg!smummmmt



of our Board of Directors. .

DK

" We carmot assure you that we will file a registration statement with the SEC to allow holdess of
ADSsorU.S.holdmofLS!n:nmAShammparﬁdminaprmpﬁveﬁghtsoﬂ‘eﬁng As a result,
the equity ttterest of such holders in Telmex may be dituwted proportionately. In addition, under current e
Mexican law, it is not practicable for the depositary to sell preemgtive rights and distribute the proceeds - -
from such sales to ADS holders. - N T S :

" Our bylaws restrict transfers of shares in some circamstances S

Our bylaws provide that any acquisition or transfer of more than 10% of st capital stock by any, +-

: mmmofmmgwmmdnwdmmndofm Hyouwishtwo

20quite of transfer mome than 10% of our czpital stock, you will not be able o dosowuhoutﬂx: approval -
Our byléws restrict the ability of non-Mexican shareholders io invoke the pratecﬁo# of their
governments with respect (o their rights as shareholders : C

As required By Mexicati law, our bylaws provide that non-Mesican shareholders shall be

:_coﬁsid:redasMexicznsinmpectofthd:ownmhﬁ)imuestsinT:Imandshaﬂbed_cuﬁzdwhn‘e . R

agreed 0ot o invoke the protection of their govenmments in certain circwmstances. Undcrth:sp‘ovmona
non-Mexican shamholdaisdeanedwhntzgmednmmhvokzﬂrpmmmofbis'qwngwm

_ byzskingsuchgmunmmtminmposeadiplomaﬁcchimagainsttheMeximnémfﬂmmmwinhrspcct .

to the shareholder’s rights 25 2 shareholder, but is not deemed 10 have waived any other rights he may

havt,imh:dinganyzighislmd‘s:h:us‘securiﬁeslaws,‘wiﬂ:respcctmhisinvmm‘ianm Ifyou ° -

invnkemhgm'mﬁmnmlpiotpcﬁmiq\iokﬁofﬂﬁshgx‘ccmcnl)wsharacmﬂdbeforfd&dwme
Mexican govermment. I - T

. Our bylaws may only be enforced in”Me.u'to_ B

: ~ Our bylaws pmidedmleg;lacﬁ.onsrdaﬁngmdmmdnion. iﬁterpmmionofpétfonﬁanccﬁf

T the bylaws may be brought enly in Mexican courts, Asgrlwﬂt.ilmzybedifﬁcuhﬁrnm—Madcan‘ cos
shareholders to enforce their sharcholder rights pursuant to the bylaws. IR

{r may be difficuls to enforce civil liabiiities againsi ns or our directors, officers and controlling . .
Persons o _‘
Tchna;isorganizedmuicrthelmfsdchxico,_andmostofourdirectors,oﬂicm:ndmnniﬁng )

persons reside outside the United States. In addition, a substantial portion of our assets and their assers

are located in Mexico. As a result, it may be difficult for investors to effect service of process within the.

UnhcdSmtsunsuchpammmeufmmjudgm:msMﬁmincludingiha’:iyaélionb:s_edon

civil liabilities under the U.S. federal securities laws. There is doubt a5 1o the enforceability against such

paﬁonsinMexim,wheﬂninmigimlacﬁmminacﬁmsmmfomcjudgmmtsofUS.nonﬂs,o_f. .
Lizbilities based solely on the US. federal securities laws. " ] o '

Risks Relating to Developments in Mexico and Other Coinntriés - B

- Economic and political devdop&r_mt_s may adameh affect our busﬁ;rqs -

Ourbusuxss upcranous:ndassctsmpnncxpaﬂy locared in Mexico. M_a@g mn'busmcss

* may be significantty affected by the general condition of the Mexican economy, by devalation of the ..
'_ pm,‘byhﬂaﬁmmdMghm#mmuhMuimmdbymﬁﬁcﬂdndmminM:ﬁm: .



Mexico has g\;m-rem'ed adt'erse erarwm!c rondmons

‘ hﬂlepaﬂ,h(mmohzsmmmdbcﬂ:mlﬂngedmmhofuﬂkcmmcm:dmmsmd
deteriorations in economic conditions that have had a negative impact on owr company. If the Mexican
economy falls mto a recession or if inflation and imterest rates increase significantly, our business,
financial condition and results of operations could suffer material adverse consequences because, among
other things, dunmd[orld:mmmanommmmay&ummdcmmsma) ﬁndndtfﬁmh
to pay fortheservlcs we offer.

Depredaﬁoﬂ or ﬂucmaﬁan ofthe currencies in n'hich we conduct operations rclam'e o &be ,
U.S. dollar could adversely affect our ﬁnanda! ctmn'inon and rexm‘:s af opemrions

Wcamaffnct:dbyﬂuc:uauonsmcxchangema i )
.Changesmd:ewlueofthevmwsmmmcsmwhmhutcmdumopammsamLhc

Mm:znpesoocrchangsmthcnhx:ofdrMmcanpesoorﬂu\mcmmutsm“lnchwecmduq -

operations against the U.S. dollar may result in exchange losses ar gains on our indebtedness and
accounts payable. At December 31, 2004, our U.S. doflar-denominated indebtedness amounted to
P.75,718 million mzom,mrp;sodepmciatedag:insﬂheus. dollar at year-end by approximately

0.3%, bt our loss in Mexico was more than offset by 2 gain at bur non-Mexican subsidiaries, particularty - -
. Embratel Participaghes $.A. As a result, we had a net foreign exchange gain of P26 million. In 2003, the .

peso depreciated against the U.S. dollar at year-end by approximately 9.0% and we had a net exchange
lossofP3,296m11hon. In addition, currency fluctuations between the Mexican peso and the cumencies

of our non-Mexican subsidiaries affect our resubts as reported in Mexican pesos. Cumrency fluctuations -

mymwaf&awﬁnmﬂmmdmcmdmmm&mmmulmn

o Ma)ordevah:anonordepmcuumofanysuchamu:smayzlsormﬁtmdusmpnoncfthe
internarional foreign exchange markets gnd may limit our ability to twansfer or to convert such currencies
into .S, dollars and other currencies for the purpose of making amely payments of interest and principal
an our indebtedness. While the Mexican governmen: does not currently restrict, and for many years has
not restricted, thenghrmabahryofMemcanotfmgnpexsonsoreaunﬁwcouvmmmmUS

dollars or to transfer other currencies out 6f Mexico, the government could mstitate restrictive cxr_hzng: tee

rate policies in the future,

- High levels of mﬂnnan and Ingh interest rites in Mm-lca could adv: md_) affect our ﬁmmaal .
con diﬁan and results of operations

Mmcohasexpmm:edhaghle\'ehofmﬂzuonmdhxghdmesucmm Themnn.lme"

of inflation, as measured by changes in the National Consumer Price Index, was 5.2% for 2004, . Inflation
for the first quarter of 2005 was 0.79%%. If Mexico experiences high levels of inflation, our profirability
could be adversely affected, and more gtneral.ly, high inflation zmght result in lower demand or lower
growth in demand for mlccmnmumcanons services, -

De\'dapmenu in thc lr 8. economy mm ﬂds-erseh affect our bnsfness .

Economxcm:huonsmMmcomthmﬂuemedbydmcondmonoﬁheUs ccommyduc .
1 various factors, including commercial trzde pursuant to the North American Free Trade Agreement, or

NAFTA, US. invesmmin!t{micoandmﬁm&onﬁomMudmmtheUnimdS:éws' Events and

conditions affecting the U S. economy may adversely aﬁ'ﬁctmlrbimn:ss rtsults of operations, prospects S

and financial condition.




L e — —a o

Dmlapmerm in orhtr mergmg markef cmmmes may advmth' aﬂ'ecr ri:e markel pncz af our
securitles Ty . . .

”J'hemazkctvahxeofsecurmesomemmmmcsw to varying degrees, 3£fecmdby
economic and market conditions in other emerging market countries. Ahlwughemxmccon&mm

", such countries may differ significantly from economic conditions in Mexico, iovestors® reactions o

dn'clqmmlsmanyof:heseolherwmmcsmatheznad\'as: cffect on the market Value of secunities -

_of Mexidan issuers.. In late October 1997, prices of both Mexican debt securities and Mexican equity

securitiés dropped substantially, precipitated by a sharp drop in value of Asian markets. Similarly, in the

- second half of 1998, prices 6f Mexican securities were adversely affectad by the economic exises in

Russia and in Brazl Thﬂtmbemmm:t&mmkﬁtmofmrmawmﬂdnmbe

- ad\usclyaﬁ‘ccmdbywmxsclmvhere espcuzllymcmu’gmgmarkﬂcmmna

’ Paﬁdmi events in Mexico could M‘\-erub' aﬁ'eﬂ Mmican econmmr paliq- am.f our qpemtions ‘

Tbenmunalclccumsheldm]ufyZOOOended'H ycarsofnﬂcbyilmlnsunmmall'{wohmomry ’

g Pm.y or PRI, with the efection of President VwmteFox.amemberofd;cNanam!AchonPaﬂy or PAN,
and resulted in the increased representation of opposition parties in the Mexican Congress and in mayeral

and gubemnaranial positions. There has been a lack of alignmen: between the legislature and the President
that has resulted m deadlock and has prevented the timely implementation of legislative and economic

- reforms, whchwmcbehw:hashadmadvuse:waonIheMcmcancmnomyznd:sexp:cwdm

counnucatlastwnﬂlheMumanpresxdmmlc!:cumstOGG Fmﬂ::rdehysmzyconnmxm :

."ad\.erselyaﬁ'cc: d:eMmcanecnnomyandcmrbmess

Dcvdopmentf in other Larin Amen'cr:m coumm.'s in which we operate nw_; aﬂ'm our bmim.ss .

Wehaxtmﬂcdmopammsﬂwmghmmmmmkmmmcmmmpzmcsmd
our acquisition of telecommunications assets in Brazil, Chile, Argentina, Peru and Colombia. These
countries expose us to different or greater country risk than Mexico. Our future results may be affected
by the economic and financral condition of the countries in which we operate, the devaluanon of the focal
mmcymﬂaﬁmmﬂhxghmﬁu:stmﬂorpnhuuldwdopmts changes m law or changes in labor
conditions. Dcvalmonoftheioczlcmrency:gamstth:US dollar may increase the operating costs i -

that country, and a depreciation agz.mst the Mﬂucan peso may mgau\tly affect the results of our

operations i that country.
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FOR“’ARD-—LOOKB\G S'I'ATEBIENTS

ThtsAnmxalR:portcon:amsfom’ard»!oohngst:mmﬁs Wemayﬁvmumetommake
fororard-looking statements in our periodic reparts to the SEC on Form 6-K, in our anmual report to
shareholders, in offering circulars and prospectuses, in press releases and other written matenals and in

. oral statements made by our officers, directors or employees to analysts, xmumrs rc;m:sumtmsofdx:
:'methazndoh:s Exmnpl:sofsnchfm'zrdlookmgmmmsm:lnde

-1

i_pm)nmunsufopcﬁnngmunms,nehmomc(lns) nctummc(loss)pu’sham,capml
expmdmnes,éﬁdmds capm!smnmo&uﬁnmmal;mmgmor

- summsofwraoqumhonordmsnmp!ms
. _smmnmsabomﬂwxmpmofmacqummndmmdeofmmu
. smmtsofom‘phns objccn\csorgoalsrehungtoccmpﬂmon, regu.latxonandum
. sml:mcmsabmn&mcscalzumofcompennmmthcbmnncssmmwhxch“:m-
‘o smunmsahmnonrﬁmnreoonomcperfmmmocorﬂutomecooroth&mmmes
. -mmmmabmnth:cxnhmg:nmsbctnammpsosmdfmagnm -
. statm:mrsabounh:ﬁmnempaclofmgldanms and . .
R sutugm;sofassumpnonsmdaﬁmgsuchsumms.-

- Words such as “believe,” anm:tpate “plan,” “expect,” . “intend,” “mrgct, “estimate,” “project,
“preshict,” “forecast,” “guidelme,” “should” and similar expressions are intended to |dumfy fm‘wnrd-
Iookmgsmcmcmsbmaremt:hccxdmenxmsoﬁdumfymgthm :

Forward-locking statemients involve mnherent risks and wocertaimies. - We caution you r.ha! 3

. mxmbuofmq)ommfzctarsccm!duuscx:nn]mﬂtsmdxﬁhmztmaﬂy&omthcplans,objccuvcs

expectations, estimates and intentions expressed m such forward-looking statements. These factors, some

“of which are discussed under —Risk Factors beginning on page 5, include economic and politeal

eonditions and government palicies in Mexieo or elsewhere, inflation rates, exchange rates, regulatory
developments, technological improvements, customer demand and competitton. We caution you that the

. - foregoing list of factors is not exchusive and that other risks mdmmemmuﬁmaycwseacnulresultsto
.. differ materially ﬁ'om those mfommrd-louhng statements. . . ‘

Fnrwa:d—loohngsntcmmtsspcakonlyasoﬁhcdncth:ymmz& chonotund:ruk:m

_lnpdmcamhmmsmhghtofnewmfmmnmmwmmnmu

11
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- México. Our telephone number at this location is (52) 55 5703-3990.

" Itemd, }h[orination on the Company

' GENERAL
0\'en’_iew; . o

WecwnmdopumtﬁehrgmmicwmmuﬁonésyszaﬁﬁMcxiéo,whmwemdaroﬁ;ly

natiomwide provider of fixed-line telephony services and the leading provider of fixed local and lang

distance telephone services. We also provide other telecommmnications and telecommimications-related 7 N
mimm:hascorpm:temtwoﬂcglmamsuﬁces,dimysen&cu, information network o
management, telephone equipment sales, interconnection services 1o other camiers and paging services.

. Since February 2004, we have offered voice, data and Intemet services in Brazil, Clile; Argentina, Peru ™., |

and Colombia. : ( 1 :
- In Mexico, we have develeped a milti-service network in which 90% of the linés have the

capacity to provide sinmultancous transmission of voice and data through a broadband connection. We
have facilitated access to our network through new services such as Prodigy Movil, which offers .~ - .
“Wireless Fidelity,” or Wi-Fi, access in over 50 cities. At the same time, we are extending our telephone -
and Intemet services to remote areas. In 2004, we obtained 2 major part of the Fondo de Coberturg * :
Secial, through which we will provide basic teléphone services to 4,000 fural towns throughout Mexico,

. "and through e-Mexico, we are participating in a government-sponsored program’ that will extend e- :
: lming,e—hralth,c—govum;ndc-comqumiccsvizsatdlitetouvcr4,000wnmnmirydigitzl -

centers tn over 3,200 towns, ) ) .
ot our lower income customers and customers who need to controd their telephone expenses, o f,‘
“Multifon” service offers a telephone line without requiring payment of 2 monthly fes. Bytheendof -~
2004, the service gave mare than one million customers the ability w access voice and Intemet services -
using a prepaid phone casd. We also offer prepaid cards for use in public telephones and 3 discounted
Intemet access plan for use during off-peak hours. : T ‘

" Qurside Mexico, we have focused on restructuring and integrating our international operations.
We believe that all of our insemational operations are self-sufficient and have the poteatial to grow. In -
2005, we will focus on optimizing the cost stuctive of our international operations by achieving
economies of scale in investments and management We will also seek to improve operating efficiencies -
by introducing best practices in the different countries and implementing a management mode! similar o -

the one we use in Mexico. We expect to continne to work on the restructuring, management and

strengthening of the business of Embrare] Participagdes 5.A., or Embrate], We will also explore waysto . -

imtegrate with Embratel our other Brazilian investments, in particular Net Servigos de Comunicagio S_A.
aad Telmex do Brasil Ltda. See —Non-Madcan Operarions—Brozil--Possible Transactions with ’
Embratel - o

| We are a Mexican cofporation headquartered in Mexico City, D.F., Mexico. Our legal name is
Teléfonos de México, S A. de C.V., and we frequently refer to ourselves commercially as Telmex, Owr -
principal executive offices are located at Parque Via 190, Colania Cuauhtémoc, 06599 México, DF., -

Histo:'_\"

We were formed in 1947 under private foreign ownership to aoquire the Mexican telephone

" business of a wholly owned subsidiary of the LM Ericsson group of Sweden., In 1950, we aequired the

Madmutelepboncbusimssnfawhoﬂymngdsubsidia@ofﬁwlmunz&omlTelephozicmd'l‘cl:gnph‘- '
Compa_nj,,whichopumedth:onlyoﬂmnationzifglcphm:n:two:k‘inMudcp:nhz_tﬁme. In1972,the *°
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Mexmmfedaalgwmtaomnmdthcma;m!yofourupmlsmk I.chcunbu' 1990, th:M:xn:n_

o govunmmwldshmsreprmungvonngmmlofomcompmy 'I'heMmmngovunmcmsoldthe )
--~balmccof:tsshmumasmsofmnmsbcgmmngmM2y199l In September 2000, we spun off

wMumwud&bwmsmﬂomﬂmnmmMMMamemm

Szgmﬁﬂmt Snbudnries and lnvat.ees

e

Thefollowmgtabl:sctsfmhommgmﬁ:amwbmdxmandmmsmomdforusmgthe

cqmtymcthod at M.ay 31, 2005;~

Percﬂii:;eﬁf
TR Jurisdiction of ©  and Voting - :
Name of Company Establichment Interest Description
Controladora de Serviciosde® " Mesico 10007 Bitermaediare holding cofopany -
" Telecormmicacianes, S.A_de C.V. L : -
. A.IquihdnndeClsu. SA.deC.V._ Mexica 1000% Redemecompﬁywningaﬁr :
2 Anmn:mmnmnm S_A_d: F V. Mexico . 1000% - Pmducﬂ'ufyelluwplgesd:mmm .
Cﬂmplnin de Tdefcm ymeu Mexico 1000% = Realestste company ournmg our
Raices, SA.de CV. : o ) o facilities )
Consomo Rgdlmo SA&C\:. Mexico 100.0% Supphuofmlecammminﬁms
: L network integration services and -
. . informaticnsystems o, . .
Te!el'sd:ll\ome:ne SA_d.a -t Mexizo 1000% . - Fixed.line network concessionaire for -
" GV, or Tetnor R St C s - .. 'tbewate of Bajs California Norteand . - -
the San Luis o(.‘oloradungmnnf v
o - o the stare of Semora -y _
Uninet, S.A deCV. - Mexico 100.0% - Plo\'lduofcoxponunﬁwo:ks .
. - - - - services and Internet access to
- . Telmex amd commenciat costomen
Telmex USA L1.C. Delaware 100.0% Authorized reseller of| distance
’ L ! services and holder of FC
autharization to provide factlity-
based long distance services in the
o : - . . United States -
Latam Telecommicaciones LLC - Delsware 100.0% Holdmgmmpmyfmm)ﬂmun
: DR T subsidiaries and mvestments
. Embrate] PatticipacBes SA - Brazil 95.1%0 Intermediate bolding company of
0 ’ subsidizry that provides domestic and
mrumw]l.unétﬁmlnuhnd
. data services in
eta Brasileira de Brazil LA Provider of domsestic and
elecomunicacbes 5.A. - iernatiozal long distance. loullnd
EMBRATEL . ] . : drta services in Bmzil
Star One S.A Brazil 75.2%_ Provider of sasellite tervices in Brazil
Tdmndansﬂ Ltda, Brazil 100.0% Provider of telecommumicztions
. S samcesmcmpamemstmm )
. Telmex Chile Holding, S.4. Chile 100.0% nnldmﬁ_ company fir assets soquired
S . : AT&T Latin America Carp. in
TelmexCoip. SA (farmerlly  © * Chile 993% lnmmnd:mhnldmgomnywhué
Chidesst Corp SA) - ] subsidiaries provide long distence,
. . Internet and data hetwortk services in
13



K ‘Percentage of
' ’ : o . - 77" Jnrisdiconof © . and Voting

g Ty . Name of Company -+ Establishment. - Intmsl R Drs:npmm

| Tl 7 TTechielIMDS - 00 Ll Argentina’ 93 4,- - Provider of wireless voice, ‘detaand”’
; - Imenactives, §A° . . - - ST !.ungdmmﬁnd-hmtm
Telmex ArgentinaS.A. - - Argentima ~ . 100.0% -, methof!zkcmnum
P . R : mxrice;wem-poxmmin

Memored Telecomnmicaciones:  © Argemiza © . . §34% Pmd«ofdaummmﬂ:m
© Temex Colombia A =7 - Colombia L1000 Prmuduol‘t!l:cummnom
. A R C S T mceswcozpmtecnﬁmnﬂsm
- [ e o s Colombia
Telmex Perid S.A. S " Peu - | 1000% . Provider of iscommunications -
. co ' - ey wewinestocurpm:ecmmi.n
) ’ Peru

o Tevista SAdeCV®. *°  Delneme | 430%  Provider oftelmacketing servicssn
- S IR Sy e the United Soates aod Mexico -
L. TMEMS, LA et Delawzre " . 500% Join: venture with Microsoft 1o
_s S . . cpmtemfnmmpnml(l‘msm

| ;

| -

\ (I) Camspcnds to voting mmcst Onr eﬁecme ownenhlp of the total capital of Embrate} Pa.mc:pncées SAls.
' . 63 9% and of Einpresa Brasileira de Telecomunicaghes 5.4 ~ EMBRATEL is 63.1%:

! (2) Invutmum leconmed fnt Bsmg ‘the eqwty methnd ;



i _ MEXICAN OPERATIONS
. . At MzrchSl 2005 we had 17.5 milliem local fixed fines m service in Me‘xi.co, up 9.0% over .
March 31, 2004. Inhngdimegsmies,weesﬁmmthztdlmgmombazm.ourshmofnzfﬁcin_ . '
cities open t competition: was 79 4% for domestic long distance and 77.6% for internationa] long .
distance calls originating in Mexico. S N o )
Of our jevenes fram our Mexican operations in 2004, 45.5% was anributable to local service,
21.4% was atmbutable to long distance service, 15.2% was attributzble to mtercomection, 7.8% was -
attritstable to corporate networks and 5.5% was attributable 1o Internet services, Other services,

: _ including yellow pages and equipment sales, accounted for 4.6% of revenues, -

« . . o

Oven;'iev:i"

The following table gives selécted data on the size and usage of our Mexican network:

R Decemnber 31,

o . Lot o 2004 2003 2002 2000 2000 .

. Lines in service (thousands) ... ... 17172- - 15683 14,446 13372 - 12069
. Internet aceess accounts (thousands). ., 1,741 1452 1.165 913 . 634
Data tansmission ine equivalenss . . 0 - 0 : . :

(thousands)........................ e 33277 2090 2,071 1574 %97

Lioes in service per employee...-.... © 3712 . 3314 - 3012 2728 2474 -
for the year (millions) 16700 . 15376 14347 14251 | 12309
mimnes for the year (millions)P - - 6256 4513, 492 4,404 5521

26782 . 26625 56 25567 , 24738

T 279 4 268 257

(1) Includes incoming and outgoing waffic. - |

Local Service

. Our netwark inchuded 17.2 million local fixed lines in service at December 31, 2004, an mcrease

. 0f 9.5% compared to December 31, 2003, reflecting 2.2 million new lines and 712 thousand - .

disconnections in 2004. Local traffic in 2004 increased by 0.6% compared to 2003, for a total of 26,78
million calls. The increase m billed wraffic in 2004 wis atwibutable primanily to the increase in linesin -~ .
service, the increased use of ”l'c!m:x \_.’oicc Mailbox™ {Buz:_jn Telmex) and the growth of digrtal scn'mes .

-+ - Ourpetwork is 100% digital, with all of our lines connected t digital exchanges. During 2004,
customers made inereasing use of digital services, such as callér ID, call waiting. three-way calling, call
forwarding and voicemail. The oumber of lines with digital services in use at year-end 2004 was 6.6
mullion (38.2% of the total mumber of kines in servics), representing an icrease of 3.2% from 2003.. This

increase was due largely to an increase in new Lines.' -

We provide local telephone service to 21,596 communities throughow Mexico. Lines in service -
are concentrated in large wrban areas. Of all ines in service, 40%% are in the Mexico City, Monterrey and
Guadalajara areas, and 29.1% are in the Mexico City area alone. We provide service to 12,640 rural
commmitics, exceeding our obligations 1o extend services to nural areas. : '

.-15




Onrcha:gu fnrﬁxcd-lmc focal telephon: service mclude (a) mstzﬂzn cha.rgu.' (b)mouﬂ:ly
lme rental charges, (c) monthly measured service charges, (d) digital services and (e) chargcs for other .-
servioes, such as the transfer of a line to another address and reconnection. R.cs:drnualcustometspaya .
fixed charge per local call in excess of 2 monthly allowanee of 100 local calls, and commereial customers
pay for every local call 2t the same fixed rate per call. We estimate that in any given month. .
appmnmz::lyﬁé%ofrcs:dmmlcustmsmdefcwcﬂhanlwlmdaﬂspﬂmonﬁxouwmgem .-
2004, The concession we kold 1o epaate 2 public network for basic telephone services (the Concession) -
pemmsb\ndocsnmrnqmrcusmbascm::chargesontlwdmamnofcachuﬁ,mmamonﬂﬂyallowance

- of free calls ar call minutes for residential custamers. Wcumtnﬁydonutchargebydmauunofm\mud )
callsmmyregmn,moeptmm:ascof;npmd ‘ R ’

In2004 mpromot:bmlsuwceamongowcomuuzlmsmmusw:muodncedap!maﬂed
“Business Line” (Linea Negocto), for which we charge a mmr.hlyhncmnalfee wlm:h mdudsa :

} monthly allowance of 200, 500 or 1,000 calls.

' Weoﬁ'uprepndlocdmdlongd:smsu\mcduwghou“l.adaml md“l\mlnfcn ml.lmg .
cards. Multifon cards, originally developed for use with public phones and invoiced fixed-line phones,.” .

. are now available for our Multifon residential lines. Multifon Home offers prepaid local and long
 distance service on home telephongs. For a total cost of P.1,000, Muttifon Kltpmvndes ‘mstallation, a,

handset and an igitial P.100 of airtime for calls 10 the United Swates and Canada Inthe case ofour .~ *0 -
Multifon products, customers do not pay monthly fees, and prepaid fixed-line service is charged on a per-
mimiste basis like public telephony services. AtDecember;’»l 2004, Mulufonlmestot:ledl 137,593 m

,mumseofBSS"cmnpmcdtoDccunbﬂSI 2(!)3 o P

InOctober.’ZOM wcmmccdthz:vscwmﬂdmtmeasentcsforlocﬂ ::lcplwncsmxcc ,
during 2005. Nnmmwmastsh:wbemmademccl\{zmh2wl when we increased our monthly lme
rental charges for residential customiers by 6.5% andummhlymmm'edsmmechafgesforaﬂams

" _by64%(mcachasc mnounnalmms)

‘Domestu Loag] Distance Semce '

. Wea.rcth:ladmg pmmhr of dommc long d:sx:mcc tdecnmn'nmmnms services in Mexico.
Our domestic long distance transmission network cansists of close to 75,000 kilometers of optical ﬁbcr
comnecting Mexico's major cities, mdumludﬁsccondarybimch:smdanaddmonal txmﬂmsganrmg
afmndM::uwCuy dcslgmd to avoid ncmwkcungcsnom -
Oixchargsfmdnmuclmgdxmsa\mmbawdonuﬂdwmmanddmty-peofmcc
L., direct-dial or opérator-assisted. In October 2004, ve announced that e would not increase our
nominal rates for domestic longdusmzschzmzoos Ourmnunal ratufotdnnwsuc !ong dzsta.uce ’
mochavcmnm:dun:hmgedmhdarchlm : . 4
Wcoﬁ'u'a\metyofdmnclongdxsamcdlsmmIplmstharedmethceﬁbcmthmdby
our custorers based on volume, time of use or ather factors. High volume corparate clients pay P.1.00

 per mimute, which represents a discount of up to 55.9% from our nominal rate, while other cstomers that

maitain service with us receive discounts ofup!nS?%.aswellasaSO% dlscnuntoncz!lsm;d:bchvecn
SGOp_m and 7:59 am. from Monday to Sanday and all day Sunday. In 2003, we introduced “Lada -
100,” asen1ceﬂ:arof£usammﬂ11}packagqpfzoodomegaclong(hsmcc_mmesfmploo



lnternz{fionnl Long Distance Service

We are the leading provider of intermational Iong distance te}.ecoxmmnnanmsseruoes in"
Mexico. Intemational Jong distance traffic with the United States, Canads, Central America and other

. "cmmicsisczrriedbyaoombimﬁonofmeﬁhﬂqaﬁcncmwk,nﬁmw_aveumn,samﬂimm

. .Chargls'for international long distance calls are based on type dfsuwicc,dlldtntin#andﬂr.
tegion of the world called. In October 2004, we announced that we would ot increase our nominal rates

for intemational lozig distance service in 2005, Our pomma! rates for, intemational long distance service

.have remained unchanged since March 1999. Custoriers receive 2 33.3% discount on calls made to the .
United States and Canada between 7:00 pm, and 6:59 am. from Monday to Friday, all day Saturday, and

- between 12:00 am. a0d 4:59 pm. on Sunday. More recently, we have introduced “Favorite Lada = |

Destinations™ (Lada Favorita). a plan offering discounts on calls to cities in the Uzited States pre-selected

by customers. In July 2004, we launched “Lada 100 International,” which offers 100 minutes per month . -

o the United States and Canada for P.200.

Bilateral agyeements with foreipn carriers govern the rates of our payment 1o foreign carriers for

WmmmdkMMm:oVMWMQCMmmfmmhﬁngmmmﬂwb

to Mexico. The rates of payment under such agreements are negotiated with each foreign camier,

. Sentlements among carriers are normally made monthly on 3 net basis. Settiement amounts payable wus
: inrespectofcallsﬁmqtheUnitrdSnmstheadoogcnu-allycxoeedmimtspzwblebyu;inmspectgff ‘

calls from Mexico to the United States. “As a result, we receive monthly set setibmedit payments from

US. camiers. We make monthly net sculemunpaymm:smmhuintem;ﬁmalcfmictsnkmasawhni:.' '

'Ihkixnunaﬁonalsetllunmxratcsﬂmtu,s.cmﬁuspaymfotcignwrimm'elbecnsmjwto Lo
. intense downward pressure due 10 competition and regulatery factors, including initiatives by the United
Staics government. Since 1999, there has been a cumuiative reduction of 75.5% in out sctlemient fates |
with U.S. carriers. Until July 2004, Mexican regulations required that (1) all carriers pay the sams rates,
(n)hmminghwmﬁmﬂaﬂsbedi&ﬂﬂnmdmghh&cﬁmﬁnimhmﬁdemmngomg T

caﬂsﬂwymiginmdani(ﬁi)ﬁeMudmncuﬁunﬁ!hzﬁchrgcﬂmrkﬁshammapmﬁnﬁr :
International route negotiate rates for all Mexican carriers on that route. | oo

- In 2004, we paid U.S.50.037 per mimite for nerthbound (Mexico to the United States) eals and:
received an average rate of U.S.$0.059 per mimure for serling international calls campared with an -
average rate of U.S $0.099 per mimute in 2003, : oo T )

. We are in the process of negotiating with most of the U.S. carriefs new settlement rates for the .
pm'qdb'cgiming'iamla_ry},zms. o . T M L

We believe thaic;tn'inml;ztioﬁal mﬁc volume has been a.dvcrse}} affected by an nnauthorized

. practice in Mexico referred to as “illegal bypass.” In the past, companies cngaged in iliegal bypass

bmmeinmnaﬁonalsenlunmrmcsgotuminmmﬁcinMncicbwe:egenuallyh.igherthanra:esfor
terminating domestic Mexican long distance traffic. The tnreported imernational waffic neganively -
impacted mnmvrnn:sbydiuﬁnishjngboﬂ:&esenkmmtpaqutswefeccivcdand our shiare of the

" proportiona} return on incoming traffic. We believe that illegal bypass was primarily responsible for the

declme in the number of minutes of our international loeg distance iraffic from 2000 to 2003.

) In August 2004, however, Mexico eliminated its uniform settlement rate system, its propartionat
feturm symmdimrequkcmcmﬂmmeMeximncmiuwhhmcywmshutofomgoingmﬂictpa_ ’

particular country negonate the senleuwd;r_mepnbehzliqfall Mexican ca.mers for that country. Because 2
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each Mexican carrier is now ﬁ'c:mnzgnmnnlunmnﬂmmthmhfmmgum dusfmmof .
bypass has disappeared.

" Our results ncmmmgiyaﬁecmd.houuﬂ byapmcucenecallloalbypass mwhach

'mtommgm:mznamlcall.smrmd&omdomcshclongdxsmmmmlomllmcsothuﬂmnm o

and then commected to our local network for termination. As a result of Mexico's “bill and keep” system,
which provides that local carriers do not pay imerconnection fees to other local carriers, we do not receive
an interconnection fee fromy these calls. But for local bypass, we would receive a domesuc termination -

. fee for completing these incoming calls. Though we have agreed with most local carriers to request -
- regulatory intervention to eliminate illegal local bypass, ucbd:cv:mnmomn:mnnrsuhsmll
'-‘connnuembeadmelya&mdbyﬂnsprm:c - . . .

O\n"lmun:nonallong distance reveres a:ealsoaﬁcwdby\'oll?tcdmology which mlmxmts
ordinary relephone calls over the Intemet. Because calls made through VolP services bypassour .~
wwod:.wemcnxemthu'dmmtumnnmuonfe:smrrlmtumnznm&csassoun&rdmthczﬂsmxk_
through traditional fixed-line telephony services. Dommclongdnsmceandlnalmmalso

" affecied by VoIP lz:dnmlogy

. Interconnectiun ’

: Wemwdememccumm&ummtmuhmb(a)lcngd&mlomlandotlhxlztmmcrs
aperating tn Mexico establish points of interconnection between their aetworks and owr nerwork and =~ - -
(b) we carry calls berween the points of mierconnection and our customers. When a customer of another
carier calls a local service customer of ours, we complete the call by carrying the ezl fiom the point of -
interconnection to the particular customer, and when 2 local service cistomer of ours who has preselectad
a competing long distance carier makes a long distasice call, we carry the call from the customer fo the
pom:ofmmonnccuonmthth:rclnmcmusnﬂwmk Wchzw:cmrahcfmmnmmcnngall
cawcgories of carniers and all rypes of calls. -

Corporate \etworl:s

Corporate networks oonsrstoft!mu'ansnnssmnofwmce,vr.deonnddaﬂbetmemtwoormorewd
points using private or virtual circuits. During 2004, the number of line equivalents provided by means of

 corporate networks increased by 33.2%, to 1,517 thousand. Our principal product offerings for corporate.

networks are “Ladatinks™ {Lzdzenlaces), Frame Relay and Intemet through Intemet Protocol / Mult-

" Protocol Labef Switching, or I’MPLS. Using equipment installed on-site, Ladalinks customers have

dcd:mednﬂwo:khnksthmumnmtnﬂomanmaspeedsmgmg&amMKbpsmélems
IP/MPLS is a multiservice platform that allows us to provide integrated voice, data and video services,

along with Next Generation VoIP services. FramcR:anmaprowoolformm:snmofdm vatce and .

video over a shared digital network. The speed of Frame Relay transmission ranges from 64 Kbps to
2,048 Kbps. Ladalinks and Frame Relay offer extensive technical assistance and customer support, In -
addition, we provide nerworks owtsourcing, inchiding network mainténance and support, to major
msutations and private companies. Wealsomwdthosungandco-lomonpmdmts,aswcﬂas

. telecommunications network integration services and information sys:cms

Inm"net Services

hnmlsmmscomectbmhhmmssmdmsmdmmlmsmmmmthclmmm@mkﬂa

dedicared or dial-up connédtion. In 2004, the munber of Hitemnet customers increased to 1,741 thousand,
an increase of 15.9% compared with 2003, Busieess and residential customers connect to the Internet
using 1efephons lines or broadhand connections, -We estimate that we are the leading Internet access’

pm'xdctml\:wncommnsofmmberofmbscﬁbcrs AsofMachBl 2005 th:nnmbcrof[munet .
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ice subscribers was 1,855 thousand, compared with 1,521 thoutand #ofhﬁrch 31, 2004,
fepresenting ap increase of 21.9%. . - e : U

Qur broadband scmce, Pmdlgy Infinitum, makes“it possible for clistomers [ meour high-

' 'capacity connectivity services with applications such as video-conferencing file transfer, terminals, e-

mai 3nd protocol conversion. Prodigy Infinitum operates over asymmetric digital subscriber fine, or -

ADSL, wechnology. In March 2004, we launched the Prodigy Infinitm kit, which provides our customers”

with ail the equipment necessary to sct up their own service. At year-end 2004, we had 560 thousand
customers using our ADSL broadband services, an increase of 212.5% over 2003, We further expanded
our broadband offerings with the launch of “Prodigy Mobile” (Prodigy Movil), a high-speed wireless
‘cmnccdohformsidmﬁalandbmin:ssqmmusrhat’commusmmmlumncta'tspeedsupto11, )
‘Mbps at a range that extends 20 and 100 meters. As of December 31, 2004, we also provided 388 public

" “hot spots™ in 38 cities - Mexico at which our clients could obtain wireless access to the Intemnet,

. Prodigy Internet Plus provides a customer with 2 multi-media persenal compater, a personal web .
pagqm&mﬂmmmdmnymofmlhﬁudmﬁmbibraﬁxcdmmhly;ﬁcé. This program .
‘accounted for 149 thousand subscribers in 2004, or 12.8% of the total number of Futernet aceess 2ccoumt’
subscribers at year-end. Our “Prodigy Home™ (Prodigy Hogar) package, for a lower fixed monthly price
&mﬁo&gyhmm?hs.midﬁmmwmzbmmtow.apetsoaalwcbpagc.'m
é-mai!accmmt.threeyemofmﬁmﬁndhnundxusdmingoﬁ'-pezkhmnsandbiﬂedmma'_
pes-mimute basis during peak hours,. . L0 ¢ s e o

. Consxsmmwnh b;nﬁuitﬁgyofﬁmidingmlﬁé—étjdcﬂmi&éfoﬁﬁaxﬁﬁiﬁeth& value of

" residential and business Intemnét accounts, we introduced two new services in 2004: () Prodigy Home -~ . -
'wﬂhimdtwedmnmhlyfee,'whichpmﬁdsmsmnmwhhmﬂhﬁmdlmunﬂmbmmd:%p.m. L

and 3:00 a.m. from Monday to Friday plus the entire weekend and access for P.0.13 per minute at all,
other times and (if) 2 new Mubtifon Card finction, which allows customers who do not otherwise have
[nternet access 10 access the Internet with their Multifon Card for P.0,13 per munute. ' We also offer
kodigyhmﬂimﬂ,asmiummmdﬁesmmmmﬁnfﬁmmingmﬂg“kodigy@nﬁmﬁm“
(Configuradar Prodigy), a service that provides traveling custmers with 2 connection from anywhere in
Mexico at the rate for local calls and Prodigy Patrol, a service that allows Prodigy Intemet, Prodigy

Intenet Plus and Prodigy Infininm customers to limit access to certain web sites. o
Other Services ‘ .. .

We provide various otber teleromsmmunications and telecommnications-relared products and
services, incinding printed and ontine yellow pages directories, public phones and prepaid cards and
Internet portals and e-commerce for consnmers and businesses. - o

Yeliow Pages Directories . _ < ‘

. We offer both 3 printed and an Intemet-based yellow pages directory. During 2004, our yellow
pages web site averaged over seven million page views per menth. The oumber of Internet directary
ﬁse:src:dmdaver?ooﬂmusmdpermonﬁz_himm. L : P B

" Public Telephony and PrepaM Phone Cards

We have several programs to mee the fieed for different kinds of public welépherie service in

_ different areas. We had more !Iinn?%thmmnﬂﬁiedpubﬁctclcp!xmaincpazﬁonmmcembaﬂ,

2004. In the merrasingly competitive market to provide telecomunmications services, independent
operators have installed public telephones for which we provide access. There weie 26,512 -

L




independently operazed public télephones at December 31, 2004, an increase of 20.5% compared with
‘ In 2004, we sold over 247.5 million prepaid cards under the brand name “Ladatel” for use in - -
pubhcphmmd255ms]honpmpa1dcardsun&erd1chimdnm “Multifon™ for use tmn public and

residential telephones, a decrease of 2.0% from 2003. Thlsrtpresm:sann'u’agcofahnost25cm‘dsper

. Mexican resident. We have inslled Internet kiosks in public places so that our customers have access to ™
Intcm:tpmduc!sand_s:nqccsbyusmghdztelcards Revennes from sales of prepaid cards (basedonan ™

estimate of usage) accounted for 5.3% of our consolidated revemes in 2004, In 2004, our revepues from
px;blict:l:phnnydmdbj6.0° asarcsultofmtmstmmpcnnm&nmwm:l:ssamm :

" Internet Portals and e-Commerce

- In March 2000, webmchndTlMSN zn]ntum:tpcm:llhans a SO-SDJmmvmrm'cchcm
Mim'osoﬁCotpomnon.orMmosoﬂ.mdus TIMSN takes advantage of Microsoft’s world-class
tethnologies and our leading mirastructure, operations and regional knowledge to offer users a broad
nngeofsuwcesandconmmSpamsh,smhascasymdsecmtshoppmgscrwcesandmhamcd
communication features. .

Weopuzﬁcaweb-basedmoecaﬂadﬁﬁc:mum.wh:chuahnnzmnlbnms to-business

'madmforthemd:rcctuchmgeofgoodsandsmuces 'Ihecmremvohmeofmacuonshasmadc

Eficentrum the biggest horizontal portal in Mexico. We plan to implement other new ecommerce

initiatives in different market sectors, thetcbyoonunumgtobmadmmmgeofsennmtothecotpotm” '

sector.
\atwcrk .. .
Omwchno!oglcdlyadwnmd,hxgh{zpml}'mdhzgh-milmdmdlmgd:smu ﬁbuapnc

network, the largest in Mexico, extends approximately 82,700 kilometers, reaches 50%% of Mexico's
populnxmmdhzsmnmmmsmmbmmab]smﬁﬂﬂoﬂlﬂcmmﬁuhﬂelhocmxmgm

major cities throughout Mexico. As a resnlt of our substantial investment, mzrnm\mﬂchasbcmmm. o

digital since 2000, providing a wide” \.mexy of teiephony, dau and video services. f
Our network includes digital smtctnng equipment and a chgml netwoxk m.&asmxcturc that

includes network access cables and domestic and long distance transmission equipment. In addition, we

use advanced routing technology and routers to connect end-users with our nerwaork

Wcuscﬁbcropticmbicmwnmmhbmhvoicemdtﬁghbzndwidduppﬁmdonssmhasﬁdm
and mage data. For network aceess we use ADSL, a copper modern technology that uses exisnng phone

lines to access the Intemet at speeds of up to 10 megabits per second. . The network 15 fully redundant and - -

1s supported by fiber optic ground rings, which allow the netwark to be restored within 50 milliseconds in
the event of a system failure. In additon, our digital microwave network serves as a backup to the fiber
opucn:twurkandas:mma:ymzansofummmmmalmmdnmﬂwwmwtﬂtaﬁbaopm
infrastrucrure is oot available. We also have satellite systems that support domestic and international. .
network traffic, In addition, mordcnoﬁmhﬂboostmnmsmmspeeds we use 3 technology calied
Dextse Wavelength Division Muluplexing,'or DWDM, which divides optical fiber signals fnmo pmitple .
wavelengths and allows us to operate our network af speeds of up to 140 gigabits per second. :



Cm Ndwark )

" Our core wansmission network uses a u:chnology called Next Generation Synd:romus ng:tal

o I-hexirchy or Next Generation SDH. Tmmssmnspassthmughasemsofopﬂcmgsdmg;wwthr
. umque ablity to protect informaticn carried on the network from origin to destmation.  This level of

mmmuachwwdthougbﬂ:cmgssdfﬂpamgmchmmu&nchmquqmmtmd
commection failures. msnﬂhmmmmsmenskofmtcmmoﬁhenpdmﬂ:cﬂmofany
fa:]wemthenmmtk- EE ‘

Adr.!:monaIIy mowmummmm'k“ehave m:mduoedopusa!crms—comca
technology, which is capable of transporting higher vohumes of raffic and protecting optical links with

daﬂ'ueu:sclfrecotﬁyschanestomhanccncmwkciﬁcmandallowfmsetwcedxﬁ"m:unznon .
: Tdephonccommmmmmounﬁwnrkascommﬂcdb)dgmllxdmdbngd:mnum '

that employ a high degree of protection and toad sharing. We also rely on data management technology,
which uses voice and data “switches” mmmagehrgeamomofmsm:mdmfmmanonmbothmr
telephone and dara networks. This technology also gives us thea.bﬂ:t} o dcvclop and m:plcmcm
ad\mdrcl:phoncapphm::onsmashtmmmofumc :

&xphynca!mmkmscsaoomhmanmofﬁbﬂopnc,nnmtmdcuppumble
sysmmsmdmrdcssl:st-mﬂ:q'swns,whchcommomchmtsmth:n:tworkmdallmvustoprm1dc

"I+, ourcliems with mamerous applications and services: Our modernized extemal copper network is set 1p 1o 5_:“'
- support not only comventiona] telephone systems, bmzlsomodu-nh'oadhmdapphcanms wbn:halso o

relyondxgmlmdmobgyandrcstﬂtmhxghdauumsmmmspecds

g chmimdnwmmrmxmwmtspafwmmoeandnﬁiclwdsandmmgcﬂmmmugof -
traffic and other netwark functions through centralized network management. This centralized -
mngmmﬁmlmwsgeognphcﬂexpmnmof&mmxwmkmdmm&emplmmmofhgha

capacity systems. Next Generation SDH technology gives us flexibility in the geographic placement of

dlucmrch:smdmablesmmhmdlcsgmﬁunﬂymeuaﬁicm&wermmhcsthmwmﬂﬂa o

traditionat non-digital network. .
Next Generation Network

In the face of now challenges arising from the globalization of telecommunieations aid the -

. ;tc\tlopnmofucwmmologxm we are transitioning our current nefwork infrastructure to become a

Next Generation Network. Our core transmission network uses Next Generation SDH technology, and
we are gradually integrating our service and data management systems under a unified network
mﬁ‘asuucnn'emthmlﬂusu'vxocusrrponsﬂnthavethcahhlymmmgnmvmcc,danmdwdm‘ .
transmissions into one standardized application  The Next Generation Network will allow us to improve
ﬂexﬁnhtymoﬁumghoadbandwvmmﬂseefﬁumq’mmmagmgmmwkmdmmdm
quality of our service, . )

7 AspmofmrﬂznsitiontoachthamuonNétwork,Maredcploymgzncwnetworkptatfmm

h based an data packets, which will penmit the ereation of muls- -service networks to cagry different kinds of

information fm standardized farmats. By ualizing such packet techmology, “tanprowdemmlnal
access, m:mm‘kcounectmry dar.anmsm:ssmnmdhmdmddxdch&uy

"As chccembcr3] 2004, our cumulative i mvcslmrnt in tthext GenmonNawo:kmuled
U.S.3$570 mifion. We have budgeted appro:nm:m:ly 1.5.5310 million for investment in cur Next
Gm:ranon Network m.ﬁ'asml.cm



' format that details their local service sage. .

" Billing and Custox_'mf Service

" Far eozpnmtccuswmcn, we offer SIENA, an Intendet serviee tha;r'pumits customers mamlﬁc--

' - their telecammunications spending, Residential customers may also access billing information over the Co -

Internet using the “Telmex on-line™ (Telmex en Linea) service. We grovide' our customers with a bﬂ.l

T We pmﬁdtéﬁﬂbﬁxrsexﬁceﬂxoughanm;ﬁk'ofummﬁucmménc-icallceums.:' . .
These customer service centers kuve evalved from their traditional purpose as places for paymentwo . .. -

. become Telmex stores that offer telscommunications products and services. Large corporate customsers
. also recrive customer service from dedicated customer service personnel. Through our “Integrated

Solutions™ (Soluciom Integraf) service, we assist corparate customers in mreting their telecommmications
mwpmmmmmmmmmmmmmmmmdamm@d ’
telecommunications services: ' We offer service level agreements to corporate customers that set service

standards and guarantee continuity of service,

(.Tompe}iﬁnﬁ : L

. " . ‘The Mexican market for fixed-line domestic and iiternz tional long distance services was opened
1o competition beginning m 1996." Thirty-three carriers have been granted licenses to provide long =~ .
distance service in Mexico, 14 of which are in operation. - Alestra (a joint venture led by Alfa, S A. de

* . €.V, Grupo Financiero BBVA Bancomer, S.A. de C.V. and AT&T Carp)) and Avantel (a joint venture * . -,

lcdbyanpomeckmBmamexandMCDhawmﬁtﬂnmmmmminmﬁasmm
and marketing. Most competing camiers have been principalty focused on the long distance market, .
atthough som ‘cuﬁmal;opimidccénmh;sinmqmsnimdi;mmmtheklmgdime_

: nemorksusi::glin&q}ea_sadﬁnqan&.-

* The Comimunications Ministry (Secrataria de Comumicaciones ¥ Transportes) has established - :
tules for the determination of interconnection rates between our competitors and us. If we are wable to -
agx:cni:hmmcompeﬁtmmhmdmm&fﬂelhnpmcsthcm Dunng the iast five years,
however, we have agreed o these rates with our long distance competitors. We agreed withour long + -
distarice competitors o maintain the same imerconnection rates for 2004 and 2005 that have applied since

"+ Customers are fiee to choose a competing carrier at any time, An independent organmzation
confinms all requests to change long distance carriers, In addition to pre-subseription, customers
eventually may be able to select a long distance carrier on 2 call-by-call basis by dialing a three -digit
prefix. In general, our competitors tuive focused their antention on obtining market share in Mexico's )
most profitable markets, such as the major cities and high-volume users of intemational and domestic

" Competition in the Mexican market for fixed-line local services began in 1999, As of
December 31, 2004, 18 carriers have beén granted Licanses to provide local fixed wire 2nd wircless -

telephony and 23 carriers have beén granted licenses for celtular and motbile telephony. The 23 camiers _

are owned by only four companies: Radiomévil Dipsz, 5:A. de C.V., or Telcel, Telefonica Moviles

" México, S.A de C.V. and sister companies Grupo kusacell, S.A. de C.V. and Unefon, S.A de C.V. At

present, there are 11 competitive local operators, primarily in Mexico City and other large cities. Avanel-
Axte] and Maxcom are our principal fised-line competitors. To date, our competitors in local service
hzvefocuscdonmidng'ﬁrst-ﬁmcuswmmdpmﬁdingsemndﬁmhhcwhmsing,;swtﬂu

1" inducing our customers to switch carrisrs.



N Regulg&dn L

Mcmwmtm&mmmmmm&mthcmhjmof .

* controversy and of attention from Mexican regulators and from abroad. See —Regulation—Competition. '

N ".mef&csofmﬁm&mmmmmmehmms&m,
tary developments, exchange rates and the general economic and business climate in Mexico,

7 including demand growth, interest rates and inflation. The effecrs could inclode loss of market share and

pressure to Teduce rates for owr services.

During December 2004, we estimate our market share in Mexico to be 79.4% in domestic fong . .

L.

" distance service and 77.6% in international long distance service measured on the bass of total number of

billed minutes generated by our local customers making domestic”and imternational long distance calls in
ciﬁcsopmmcompaitipn'()mmatkctshmmlnmne!accusiscstimzwdmbcﬂ}%ofdi:l-up .
connections, measured on the basis of the toral mumber of Intemet access accounts in Mexico. We =~ -
bdin’eﬂw,atprcsuu,cmnpeﬁmdoumhavennmttialshzrtofdunmmforﬁx:d-linelot_zlsewiu-_-
bm“'emmthiswiﬂchmgcésﬁwnmbaofcthqdmgmmmmmgs‘ )
develop. In local service and public telephony, we also face competition from cellular carriers, which we
estimzuhadacombinedmulof}!].‘%mi]limceihﬂzrlinsiusmiceat)w-mdzm_:Weamir:ipzte
contimed intense competition as mobile carriers promote mobile-to-mobile calls as a cheaper aliemative .
to fixed-to-mobile calls. We also face increasing competition in imternational and dorriestic long distance
andlocz}servicesﬁanoIP,atechhologyth::némnﬁtsordinﬂyglép}_wnecaﬂswcﬂhelmmatai

cost lower than thit associated with traditional fixed-line telephony services. .. -

Our business is subject to comprehensive regularion and oversight by the Cofammunications

L Ministry and Cofetel. The Communications Ministry is part of the executive branch of the Mexican

frderal government, aad Coletel is an agency of the Communications Ministry. Regulation and uversigtﬁ

-are governed by the Law of General Means of Communication (Ley de Fias Generales da Comunicacion, .

or the General Commumications Law), the Telecommmications Regulations adopted under such law, the
Federal Telecommunications Law (Ley Federal da Telecomunicaciones), the Concession and other - '
concessions and license agreements granted by the Commumications Ministry. We are also subject to

oversight by the Agency of Consumer Protection (Procuraduria Federa] del Consumidor) and Antirrust
Apency (Comisicn Federal de Competencia). = - ’ B Ce - o

'Setfmhbdqwis a'smnxyofcunmbmvisionﬁ of the Gmﬂalconnmm:mms L.'mthe

. Federal Telecommumications Law, the Telecommunications Regulations and our concessions.

General

.

. Telecommunications Regulations provide the general legal framewaork for the regulation of

telecorminumications services in Mexico. The Federal Telecommunications Law replaced most of the

-, ' provisions of the General Communications Law relating to telephone communications, but those .
provisions of the Geoeral Communications Law not specifically addressed in the Federa]

Telecammuinications Law, such as rules govemning local and long distanee camiers, remain in effect.

- . Regulations implementing particular provisions of the Federal Telecommunications Law have been

issued by the Commmumnications Ministry and Cofetel. Regulations implementing other provisions of the
Federal Telecommunications Law are pending. The objectives of the Federal Telecomrinmications Law
are to promote the efficient development of the telecommtmications industry, to encourage fair
competition in the provision of quality, low-prired services and to zssure satisfactory breadth of coverage

) qfﬂxeer_i:mpppﬂit_i.og. e



" Eovemment to éXpropriate our assets in certain circumstances. -

incmberZOOl,me?vfdinhCm'gmszmomdﬂxébcgimhzgofamoc&snélmfomibc

" Fedeial Telecommunications Law. Somie of the proposals that have been discussed, such as strengthening

"the regulatary power of Cofetel, stirmilating increased investment in telecommmicaticns agd ;

. competition, could have a material effect on our operations, We are umable to predict whether or when

smbammqummzybeimp}mmmdmdifhhplcmmmd,dxqﬁjtﬁmmmxbmﬁm.
o . RegufmmyOverslght : o R T ' -

. The Commumications Miniswy is the Mexican government agency principally responsible for -
regulating teleconmmications services, The Communicaticas Ministry's approval is required for amy ..
.. change in our bytaws. It also has broad powers to manitor owr compliance with the Concession, andit - -
may reveke onr. Concession or temporarily seize o expropriate our assets. The Communications Ministry |
may require us to supply it with such techrical, administrative and rancial information as it may request. -
. The Federal Telecommunications Law provided for the establishmest of an administrative .
agency, Cofetel, o regulate the telecommunicanons industy. Cofetel commenced operations tn Angust

71996, Itismindepmdcmagmcy“immmcmmic:dmsMMisuy_“dmmmmm [ . .

appointed by the Communications Ministry on behalf of the President of Mexico, éne of whom is e ‘ :
appainted as chainman. Mm?ofﬂrmmﬁdobﬁgaﬁmsofzhquihmmﬁmﬁpnsM&ﬁsﬁym“bé h :

' Federal Telecommunications Law and the Telecomnmusdications Regulations have been delegated to ‘

Cofetel. We regularty provide reports to Cofetel on ettr operations, financial performance and other

Cofetel of the progress of our expansion progmmon an anmual basis.

- maters. Weircﬂsortqnhedmmblishamamuﬂmmkmsimprpmmdwcmamﬁc

. Mexican law gives certain rights o the Mexican government in its refations with concessinaires
a.ndpm\'idesdntwhmlhecunccssicncxpir'eswemaynmse_llmmsfcrmyofmmm!esswe
give the Mexican government a ripht of first refusal. If the Mexican government declines 10 cxercise s

sight, our unions also have a right of first refusal. - In addition, Mexican law permits the Mexican

Concessions

" Under the Federa! Telecommmications Law and the Telecommmumications Regulations, 2
" provider of public telecommunications services amst operate under 3 concession granted by the
Commumications Ministy. Such a concessian may not be ransferred ar assigned without the approval of
 the Communications Ministry. A concession to provide public fixed-network local and long distance
services has a term for up to 30 years and may be extended for additional 30-year terms. Our Concession -
was granted in 1976 and amended in August 1990, and will expire in 2026. Our subsidiary Telnor holds a
separate coneession in (o states i northwestere Mexico, which will expire in 2026, The matenial terms

" of the Telner concession are esscatially the same as the Concession.

Operators ofpui\.'arcncm;mksdmdonotuscdectrd-magmtic frequencies are not required o
obtain a concession to provide private telecommmmications services but are requ:d t0 obtam approval

_,from the Commimications Minstry.

In addition to :.’ne Conocss:on. we cuuenrly hold concessions for the use of Ee&ucm:ics to provide
wireless local access and point-to-point and point-to-mmltipoint transmission, which we obtained from

- Cofetel through 2 comperttive bidding process - These concessions are granted for a term up to 20 years

m:!mybemmc}cdfuradditiqnallo-yeaﬁcm.' ‘
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Termma:mnoffchentesszm g R o 'r

Th:Cmcssmnp‘mdﬁlhzluwxllmmmmforccmmilmﬁim:lthatwcmzyrmcwnform\

" additional 15 years, subject 1o additional requirements the Communications Miniswy may impose.

Thereafter, ttmybemncuvdfm-successweBDymtum:aspmﬂd:dmduﬂmFo&:nl
Teleconnmmcannnsuw L , .

: Th:Comcssmnpm-:dcsﬂutupm:tscxpmontheMmczngm‘unmmtlsmnﬁcdwpmchzsc .

our telecommunications assets at a price determimed on the basis of an appreisal by a public official, and  ~

the Telecommmunications Regulations provide that upon expiration of the Concession the Maxican
govumnthasang}nofﬁxsttefusalmacqlmmrwkmmmxmmsm The General - -
Communications Law, however, provides that upen expiration of the Concession our telecomnmnications -
‘assets will revert to the Mexican government free of charge. There is substantial doubt 2s to whether the
provisians of the Concession and the Telecommumications Regulations would prevail, and accordingly
ﬂncm&mmmhmmdﬁc@m&nmmﬂxmmmmwmﬂ

notrevmtot.thnmgovemmemfreeofcharge.

The Gesieral Comuttunicatioris Law and the Concmsxon mchzdc vatious pmwsxons unda wh:ch

- Mmlsu-;appmwl,md

&Concesswnmaybetunnnatedbefmeussche&dedexpxmnmdam Under.the General
- Communications Law, &Cmmmcnsh{mstrymycmseeaﬂymmanmofmcmmmm
cmamcases.mcb;dmg L

fadmmaqnndtdephomsemasatthcmmq!emﬁedmdnCmc&smn,

-mtumpnonofa]lor:mammmnflhcsmmespnmdedbyus, - 7
uansfumasmgmnmtwﬂhomCommmncmmsMunmyappmvaloftthmcsmn.ﬂn: PRI

ngh;spmvxdcdmdenhe Comemmormyassetusedto pnmde telephone senvice;
\'xolatxon of the prah:hmcm agamst ownc:sinp of our shz:cs by forclgn smes ’

any mazmzl modxﬁcauou of the nane of our services wn'mm pnor COmnnuncancms

breach of cenmn othcr obhgancms under thc Ge:u:ra.l Connnumcanms Law.

In add:hnn, the Ccmccssmn provides fur early tctmmancm by thr Commmuanons Mms‘n‘y
foilcwmg admmmnnve pmceedmgs in the event of .

-

aman:na.landconn.nnmgvmlanonofanyofth:cundmcnssﬂfonhmth:Conccssmn
mzmm]fmhncmmmmyofthcsu“ccaqnnssmrcquuunﬂnsmdﬂthtCmm

malm:ai faiture to meet auyof!hsc rrquuuumts uudu‘thc Com:essmn fuf unpmvu:nm:m lhc
quahty of scn'me

eng:gememman} telecoumunmonsbusmsnmunhmz:dmdcrﬂmCmmnmd
requiring prior zpprc\'al of the Com:mm.u:anons M.lmstry' - .

foﬂowmguon:candampmod,ﬁ:hr:uwﬂmmpmmuscmzﬂowothﬂcmsmmm :

_mmcmqmmrmlcphommmksmmmlephmenﬂwoztm

2.



«* our barkrapicy. : .
5 ‘Und&ﬂm&daﬂ?fj&omwﬁcadmsllaw,bwcmcessimscmm&;uminé;pdiﬁ (b theterm
of anry concession expires; (ix)wercsignmmi_ghtsimduanyconmssion; (ii:)theMexiaq_Gmﬂnmmt L

" through the Commmmications Ministry expropnates any of the concessions; (iv) we are Liguidated or

become bankrupt, ot (v) the Commumicatians Ministry revokes amy of the concessions, Ourassetsand . j
: Ih:GmcnlCommxcznmsLawprmadtsthztmdrwemofwlymnnmr:onofﬁw

Cohcessionfqudﬁedcmma,indudingﬁohﬁonofm:pmhihiﬁmmwmshipbfmshmby :
foreign states, we would forfeit all of our telecommunications assets 1o the Mexican government. In the

'n'emofa'arly!umimﬁmofthéCmcssionfmmyoth&me,:h:GmalCmnmmijcations[zw PR
] pmviﬁcs:halapém'anofomtdemmmicaxiousa&se_tswmldmmwﬂmMﬂ:imu'g'mﬂmnemﬁtpof'::- )
tharge, and that we may be required to dismantle the remaining portion, There is substantia! doubt 2s to

wb@aﬂumﬁsimsofﬂr%asimmd&:TdmmnﬁmﬁmR:gdaﬁommgxﬁng&m R
conscqtmnesofmpirationohhcCom:ssionwouldappfy?onﬁﬁg;tethep(misimsqﬂh:m'_.' R

Communications Law in the event of caly termination.

Dominant Carrier Regulations

The Federal Telecommunications Law provides that if a company is determined to be dominant”

in a relevant watket, the Communicarions Ministry has the power to adopt specific regulations on rates, KR

quality of service and information provided by a dominant provider: In February 1998, the Mexican
Competition Commission, ar MCC, issued a resolution confirming its determination that we are a

. dommant carrier in the following markets: (i) local telephone service, (i1) access service, (i) inter-urban o
" transport, (iv) domestic long distance service and (v) intemational long distance service. This 1998 -

resolution was held unconstifutional in May 2001

InScptcmba2000,C;nﬁ:t:ladopmdspedﬁcmguhdms.whichWemﬁ:iuas,thcdnnﬁna.;n

cammier regulations, applicable to us as a dominant carvier. The September 2000 Cofetel resolution to

adoptthcsereglﬂzﬁms“'zsmﬂliﬁ:dmrvhylooz.'Thc'dominantcaniﬂr:g\daﬁnnsappliedmmcﬁw' T
markets idennfied by the MCC in 1998, and also 1 certain other services, mchuding directory assistance,
operator services and billing and callection services. They imposed standards for the quality of our
services, and required that we prepare and provide specific information and specific tanff regulations.”

- We have met or exceeded the standards established in'the former regulations on quality of services and on - -

mfurmannn'. apdwﬁbcﬁmwcuﬂlbezble_mcmﬁmmdo_iugsowiﬂ\mnsigni.ﬁmmcostor'compctiﬁw
. The most significant elements of the deminant carrier rrglﬂaﬁon; were the following thres
specific rules on' mnffs; - S : o R B
« Finst, our prices fox covered services must alwiays exceed a floor price based on “total average
costs.” The Concession says our price for any service must exceed the “average mcremental
- cost,” and while the methodology for determining total average costs is not clear, it would
presumably result in 2 higher floar price for the services o which it applies.

. Seconﬂ,-t!mregulztionspmhﬂ:i:myrﬁteorn:ep:dngcdlatmd:;mmnop&:dng‘mrgiuin
a competitive market, except as 3 defensive response 1o competitors” rates that present a risk

of substantial loss of market share. . . S T L
- Third,ﬁr{;:csfmsuﬁcestothsthmimucpmmcﬁm)dmwcpmﬁdetﬁmhqcmiuswquﬂ.'
. forﬁlcﬁrsttimc,bcsubjoctmmorzpproulofCofewL_: - A



. ;hud:fﬁmhmasscss&munpamﬂmugﬂaumswmﬂdhmhzdmmffsorcmmm mp:m T
- because nefther the methodologies nor the procedures were filly specified. ' We belicve, however, that if ©

: 'smﬂxmhsmmnnplmmwdmm:ﬁmn ﬂ:cywmld,mstm:dcgmc mduceowﬂmbﬂnymadcpt

: compcunvemﬂ'pohms

Aﬁu’deCCl.ssueddeebmzty 1998 resolution, we cmnmmced consntunnnalpmcccdmgsm‘ K

.:"'theMcxxcmfcdﬁaloourtschzﬂmyngdwwhdnyofﬁm resolution, and we commenced a proceeding in

the Mexican federal courts challenging the validity of the dominant carrier regulations. Weassumdthzr
dxycmsuunedamﬂztu:}amcndmmtofﬂmtumofmnCmcmmwh:chwchchwemmt ’

" permitted under the Mexican constinutian or the terms of the Concession irself. We also asserted that the

determination that we are a dominant carrier, on which Cofetel's power to msuc&xcs:rcgﬂzuonswas

:predxcaxod,wasﬂawcdbcmxsetthCCmademdemmuznmsml%‘lmrchmmearherﬁndmgs
+ that were out of date, and because its determinations did not extend to all the markets covered by the
" domtnant camer regulations. Finally, we objected to the specific anff regulations imposed by the

thnunamcanmregnlanomcna»mafgxmmds tncluding thar they gave Cofetel excessive .
dzscrmnn,ﬂutd:cywouldunfmdybm-dmcampcnummddzatmcyd:dnoradequardypamnusm

,-recoverommvcmn:msmm.ﬁ'asmxcmrc )

Fallovsmgsnualappcals.ﬂwl’ebmry l”Bmohmmof&wMCCwashddmnsnnmaalmr
May 2001. Itis our assertion that all subsequent rulings by Mexican goverument agencies (inchiding
Cotetel) that relied upon: the 1998 resolution are also unconstinutional. We filed petiticns to have
dominant carmier regulations based on the 1998 resolurion declared tnconstitutional, and in May 2002,

S ma‘almsolunnnsmmdbytthCCdeofemlw:remﬂxﬁed,mchld:ngtthepwmbuzomCofad
" resolution ndopung the dommant camier reguiations.

Iany2001 the MCC addressed the deféct of!thehru::y lQ%mahmunand:ssurd:mw
resolution with the samcmmsmwinchﬁconchxdcdthmwemadommantcmmdwsalmﬁve :

" markets. Thxsmsohmmwasa[ﬁnncdbyth:MCCfoﬂowmgmwp&LandecpmbchOOl we

comzxdcmmmmﬂpmmedmgsmdemmn&daﬂcmmeh:ﬂmgmg&cwhﬂuyofﬁuw -
reschiticn. In July 2003, a Mexican federal court held that cerrain aspects of the MCC's second dominant
carnier resolution were invalid, although the MCC sought further review, In April 2004, 2 Mexican -

“federal court decided in favor of our constimtional challenge to the resolution and declared the resclution

wwalid. In September 2004, the MCC issued additional resolutions in which it again conchided that we y

- are a dominant camier, and in October 2004, we again commenced canstitutional proceedings in the

Mexican federal courts chaflenging the validity of the new resolutions. We cannot predict whether our
constitutional challenge will be sucoessful or if it is successfisl whether the MCC or Cofetel will issue

new molunmsorregtﬂanonsﬁmarembmaﬂy mmxlzrm thcpnor dominant camermo!nuonsnf
mgtﬂanmsd:atwemnumﬁcd. : )

Rates

. Thi:Gcncn.lCormmmxtanonstw the Federal Telecommunicatiofs Law and the
Telecommmmnications Regulations provide thar the basis for setting rates of 2 mlcconnmuncanms

. comssmmn-c:sutfonhmnscmccsm

UndaﬂzeConocssmcurntcsmaﬂypmod for basic relcphuncsa“ccs mdudmgmsmllzuou.
mounhl}run,msm-edloalsmncemdlongd:smm aresub]eqmaoeﬂmgonth:pnocofa

" “basket” of such services weighted 1 reflect the volume of each service provided by us during the -

preceding period. There is also 2 price foor based on our average long nin mcremental cost. Wnthmﬂ.us
aggregate price cap, wemﬁ'eewdcuum:lhemofmmmes Wennmpubhshmrra:es
mdmgm&mmﬁ@&mlhefmmﬂmaymheﬁm T
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"+ "The price cap vaies direetly with the Mexican National Cousumer Price Index., permitting s to_
r.u'scmﬂnﬂmmheppxcniﬁhﬂaﬁmsuhimmmdmﬁmwimlhemmmhﬁﬁm.' '

" Since the beginning of 2001, we have not rised our nommal rates. Under the Concession, the price cap

i:.alsoadjus:edduwuwatdpctiodica]lympassonthcbcwﬁtsofmcdm&mﬁ\itymmraumm;.

The Concession fixed the adfustment for 1998 atd 1999 at 0.74% per quarter in nominal terms, and o
. mqummq@nmnnﬁcaﬁmsh{hwymmambuiodicadjusumlforévéryfmxr-ye'arbc:iodsnasto’_ :

permmit us to maintain an internal rate of retmm equal to our weighted average cost of capital. The

' cmmmmmmeadﬁmp&minnmnmama.;_lm;or1999.2002md

a0.74% for 2003-2006. - ' . S
E Formmexu:ndmgbcymdbasmtelephommemdﬂtheCcnoessxmaempmmmdto 'A
set ous prices free of rate regulation 'I'hcsem'iccsiuc]udedauumsmissiou.direcwi'ys:micgmd
savicmb&doﬁ(ﬁgimlmchnology,suchasuﬂ:rlD,alln:ﬁing_spéedmlﬁng,amqmzﬁcmduling_. :
three-way calling and call forwarding. We are requured to register the rates 6f value-added services on an
anmual basis.; A L - T t T ‘
ComMan N - .
" The Telséommmmications Regulations and the Concession contain various provisions designed to

" itroduce competition in the provision of commumications services. In general, the Communications

Mﬁmtaﬂﬁﬁdmmcmmwomam&fﬂwﬁwﬁmbfmyof&wﬁm Lo
provided by us under the Concession. There are currertly 14 competing long distance carriers operating .
inMexicomdcouscssimshavebeengﬂnmdmatomlofBlongdistznccmmpz:ﬁes,aﬂufwhichalso'

- " bave cancessions for intemational long distance servicés. As of December 31, 2004, there were 18 fixed- :
- - line local opegators that have been granted licenses, primarily in Mexico City, Guadalajara, Moitterrey, ~ "
" Puebla and other large cities. See —AMavican Opérations—Competition. Concessions are not required to

operate certain private local telecommunications networks or to provide vatue-added services, alihough

" . The Federal Telécommmunications Law provides thar the Cofmmuications Ministry may authorize -
the resale of welecommunications services. Though no regulations have yet been adopted inplementing -
that provisian of the Law, we expect the Mexican government to introduce tew regulations regarding
resale by the end of July 2005, . : S

In 2003, the Conmunications Ministry expanded the concessions gramted to cable television
operators to permit them to provide bi-directional transmission of data. In addition, & 2004, the
Commumications Minisy begam to permit cable operatars to provide signal-transmission services to local
fixed-line operators and data and broadband Internet Services to the Mexican public. Our Cancession
permits us to distnbute, with prior authorization, television signals through our nerwark to companiss
autharized fo provide television services to the public, but we are fot allowed to hold 2 concession 1o
provide television signals to end users. . ’ T i

.+ With respect to mtemational long distance services, Cofetel rules cover marters such as.
imemational interconnection and mechanisms for routing calls into and out of Mexico. Currurﬂ_y,

 mternational iraffic must be carried by Mexican concessioniires and through suthorized imemational
- gateways consistent with Cofetel’s imtemnational fong distance rules. - o .

Th:écmpctitivemiﬁonmtinthchiuicmwltomnﬁammknhasbcmth:wbjmof- .
conuovcrsyandofamrionﬁm_nMexicanmgxﬂatm_sapdﬁuma!nna.d{lnpaxﬁqﬂar,lheMCClms .
determmed that we are 2 dominast provider of certain telecommuunications services, though our appeal of
this determination is pending. Mexican law provides for the regulatory duthorities to impose additional -

mmﬂauommadmnammder As discussed above, Cofmlhasadowedspedﬁgirg@zﬁms '

" Sl % .



. apphcahletousasadommamwn:r allhoughlheseregkﬂaﬂonsu’urlatetmﬂhﬁedbyahdmmfeduﬂ o

court. The MCC has repeatedly ruled that we have engaged in “relative” anti-competitive practices,
which are less significant viclations than “absolute™ anti-competitive practices and carry lower fines.
Mostofthaemlmonshave been declared null and void by federal courts or withdrawn by the MCC.

. In August 2000, th: United States mmzted a World Trade Orym.gzuon. or WTO, dispute
sertlement against Mexico regarding alleged illagal barriers to competition in the Mexican :
telecommmications market.  The allegations related to our status as 2 dormnant telecomammications *

" providtrinMe::im mdthchnucmﬁanf::;andcha:giﬁgmhmlmfminmﬁmlcaﬂs

On June 1, 2004 ﬂxUmwdSut:sandM:ncommccdthztlhcyhzdmmuaﬂyagreedm
resolve the dispute. Under this agreement, Mexico eliminated its uniform settiement rate system its
propartional retumn system and its requirement that the Mexican carrier with the greatest share of outgoing |
mfﬁcmapmnﬂxcomymgomﬂwunlmtmeonbchﬂfofauMmmmmfmm .

;country, Mexico also agreed to mtroduce new regulations avthonzing the résale of outgomg mtemational

long distance services in 2005, In addition, the Umted States recognized that Mexico will continue to°
restrict international simple resale, or the use of leased lines to carry cross-border calls. We expect that
the changes in regulation will likely affect our busmess and competition it the fisture, and i partcotar,.
mnmcmdlmonofmal:oftdcmmnmmczuansmccsmllpmdoum‘ztdprcsmmonﬂmm
wechargcommwmmfmthoaemccs :

Inmrannecnon

. WearemqmredmduﬂneFedﬂandecommnmcanansuwwpmtmymhulmgdxme
ConCEsSionArT to connect to our network in 3 manner that enables customers to choose the netwark by -
whmhd:mlmgd:snmecaﬂsaremmcd Co&tc]nﬂcsgmumngdl:mconmonnghtsmd
obligations of tocal service concessionaires require local service concesmonm*es to provide’ ’
mmmmmanmﬁsmmmim?bamsmmyothnmsmnmc L

Tthom:mprowd&thao&umofmmmmwduﬂmgfw mmbencgonatcd
between us and each other long distance camner, and that, in the event the parties are unable to agree, the
ConmmiwtionsMinistrymayimbosemmsoﬁusahdtheoﬁerca:ﬁm;“’emmblcmag:uwith
our competitors on interconnection rates for 1997 through 2000, and accardingly Cofetel imposed rates,
The interconnection fees mmpased by Cofetel were the subject of numerous legal challenges. We also
brought proceedings contesting our obligation to renew the existing service agresments with competing-
cmusbasedmth:mw;mmmmﬂnﬁamthcmdsthzﬂhccmmhﬁmthmmcdth:

- CuTen! agreements.

Since 2002, we have agreed with comet:'ng long distance camiers to an interconnection ﬁm of .
1U.5.90.00975 per minute and per interconnection point. This rate will apply through December 31, 2005.
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N OV—\EXIC AN OPERATIO\ S

. ’ otn’wb&d:anes, weprm1dewxce,datamdlntunﬁsuwcesm3mLQﬂe Argentina,
> Peru and Colombia Thcrcvcnuﬁoi'ournonMﬂ:mopunnonsrtptscmcdll4%nfm1rmnsohd.atcd_—_
" revenues for 2004. These operations denve from our acquisition of AT&T Latin Amernica Corp. in

February 2004 for U.S.$196.3 million (with operations in all five coumries), Techtel-LMDS'

. Comumicationes Interactivas, S.A. m Aprl 2004, Chilesat Corp. S A, andeoudT:lcconnmc:ucﬁcs ‘

SRJ. mlune 2004m:dEmbmmlmasm ofumxmbeglmmgmlmyzm !
Thcfcﬂnwmgnbksctsfmﬂlsclndedﬁmnudmfmmzum&lthe)tarm&dDeccmbﬂﬂ

2004 expressed as a percentage of our tota! consolidated group. For our operations in Brazil and other

countries outside Mexico, aliofwh:chwucacqweddwngW ﬁwublcumludcsﬁnamal
mfmmaumsubsequemtomcdztcofcmwkdam s ,

\nr Ended Dennbcr 31, 1004 -
(in millisas of Mexican pecar as of December 31, 2004, excepr percentapes)

o Mexico Brazil™ Other Cenmtries®  * Total . ' Canselidated
Rﬂ'umei-_ - -B3g% . 9.5% 16% : 1000% - P138.802
Operiting meome. . 9% - 05% . Q.18 100.0% . 43,656
Assets™ . ,79296_' . 195% 13% 100.0% P 418341

i WemmhmdmumhmquT&TlmﬁmnmmﬂnﬂmMm 1,1094 mdhegz.n .
consolidaing

the result of Embnate] Participacies S.A. oo Auguet 1,

) muhumm‘h&whmmmm,mmwm chepnmhdmg&mlﬂcf

hd&uhmn{kT&TLmAmmnnchﬂuummanhLm s Clhiile, we began eopsahdating G -
umheleh:nCup SAcmhlyl, 2 A na we begzm hmk:odezl—].lIDSCW_
Interactivas, S A oo May 1, 2004, and began comsalitatrag the realts of M vd Te i S.R.Lmhlyl 2004.
T and i for

L@ Asats inchade plaat, propety and equipment (oo 2 gross basiz), fi00 I pogRes, dv s o

_ operation of the tebephare plaot. See Noce 18 to our eonsolid; ‘_'
Brazil .
Embmtel Pamrqm;oes and Telmex do Bmsii

Emhr:hel?mapat;oesS.A or Embratel, andenmdoBrasﬂ Lida. a.reom'pmu:tpal
su.bsidmm:smBﬁ.uL .

Of our revenues from our Brazilian operations in 2004, over 70% was atiributable to voice

sm:‘iccs,appmmmelyzs -msmhmbhmdanmmmdmmnd:rmmbunblcmoﬂm'

services. Voice services include domestic and miemanonal long distance and local service. Data services
mchude data and Intemet services. Other services mcludethemm:sswnuftelnwmmdmdw telex
and mobile satcﬂ:tc COMIMmICAUOnS SEIvices.

We own 95.1% ’-ofl:hcmungmckmd454‘/-ofthenmvoungstockof!?.mhﬁtcl(&%’.of&m
total capital stock) as a resubt of a series of wansactions n 2004 and 2005. In July 2004, we purchased
51.8% of the voting stock of Embratel from MCI for a cash purchase price of U.5.$400 million. We

K purchased additional voting stock through 3 mandatory teader offer in December 2004 and both voting

andnm-mmgsmckm\mmbsmpum&anHchmMayZOOSmEmbﬂrlswmamly
U.5.5$700 million capiial ncrease. ]

Through its subsidiaries, Embratel is one of the leadmg pto\nders nf commumications services in

" Brazil’ Of its total revermes in 2004, approximately 57% were derived from corporate customers, and the

remamder from resrdential customers, [ts principal service offerings mehude domestic and international
!ongdlstamedmcoummcannns,laa}mdoth:rsmm 'I‘h;oughitshigh-speeddmm-otk,i: ’

£ B !



oﬁusi'mmmﬁydm&aMmi&smaM'mmofBr;nlssoorizgcs.tcmpormmis o
Tclmﬂdansipmmdatdmomnmcanmssm1msmcmmmBna]slzgmm
l‘mchxdngmd:JmmmmdSioP:ulo complﬂnetngmbrarelshmnusmmoscunu )

‘ Thenmhmdmmmandm:umnmallmgdssmmmmglyopmmﬁxﬂ
competition, and competitors have gained market chare at Embratel’s expense and afe plzcing pressure on
imp(iocsmdcompedngfmzmmwamsmmlmgdxmanddaumsm To respond,
Emhtarc}mplusumganmkcnngskngytoamnctandmaxsmﬁanddmtlopmcumwﬂbase

Embratel is promoting price clarity, unplmrnhngnm—backpmgxmandmknngmmgmgm
to each region. :

Embﬂteimfmmdedm l965mxilz:abecmthzlongdmnme subsuhnryof’l'dcblnths

. Braz:hangmamnmt—awnedtelephmeconmmy In 1998, Telehris was broken up into 12 new holding
- companies, wiu::hncmthenmvmud,mcmdmgunebu!dmgmmpmy Embratel, for the domestic and
international long distance operator. Afﬂr.h:opcnmgupofr.heBmhanlocalmmc:mnm Embrate]

began providing local telephone services i 2002. In 2003, Embratel acquited Vésper Holding S A and

’ ‘vespcanldmgSao?aubmdﬂmsuhs:dumes.wnd:ssloca]!mp!ocals«wcemﬂbmarﬂ:mddm '
_operators with operations in S3o Panlo and 16 other Brazilian states. Through its subsidiary Star One,

Embntdlsalso&:alskadmgprmdaofsauuntmum with apphications inchudmg broadcasting,
broadband data and telephony. Star One currently has four satellites in arbit, which cover the entire
tcmtmyomealaswe_llasArgmnna.Umgnaymdeagua} Embraté] expects to replace one of its

samlhmsmdwsccondhalfof"()ﬂﬁmthanewsauﬂmtha:mllalsoprondccmmgem.'erSwth
- Ammm,zswellaspmof}'lond& o

-‘ Emhndmmth:lzgestiongdsﬂncewlmummunonsnﬂwmkmhmmumdﬂm

largest netwark of broadband fiber optic transmussion systems in Brazil. 'I‘hzmhwzk,whmhconn:ctsaﬂ"n )

of the regional ficed-line and cellular operators throughout Brazil, uses 3 100% digital'swirching system
for voice and data and packet-switched data communications,

fa:dmesemndmaﬂ%sm:smdth:FedﬂﬂDmofBﬂnlmdmdu& ﬁbcropuc d:gml
microwave, satcllm:andcoppu wireline nctworks .

TdmdoBmsd snmkmmdsmmmmajmcmesm&:nlandhaspomofmm
POPs, for data and voice services in two other cittes. POPs are nodes that are extensions of a network
that permit access to customers in cities where 2 provides does not have metropolitan networks. The -
m'orkxsbasndonﬁbcropnccablemdhkcEmh-mls uscspmnaxﬂyATthnspmﬂechnolog}

Regulamm

The Braziltan Telecomnmmcauons Law provides 2 fﬁmewmk for teleconmmunications '
regulation. Pursnant to Article 8 of the Telecommunications Law and Decree No. 2,338 of October 7, -
1997, ﬂ:cprﬁnmymgldﬂmofﬁmlxmdandTehmxdansﬂisAnmL

. Compamesmstung to oﬁcrkl:cmmmmcanws services to consumers mrcqmmd o :pply 1o
‘Anate} for a concession of zn authorization. Concmonsartgrmwdforsaﬂmsmthepubhcmgnncand
auﬂ:onzznomaregxmledﬁ}rmxumdmpmmregunc :

Embratel’s concession for the provision of long distance serviee is subjcﬂmwtamobhgauons
and is valid until 2005. Prior to its expiration in 2005, the concession may be renewed for an addifional
20 years. In the event that the concession is not renewed or is revoked by Anatel, all assets relating to the
provision of services under the concession revert to the Brazilian government. In june 2003, Anatel

" _ established the basic terms for the renewal of the concession contracts. Embratel formally notified Anatel

3

asynchronous transfer mode, or ATM, and -
. frame relay for data and Intemet services. The domestic long distance and international transmyission



ofus mmnnmwrmcwth:comsmnconmwtbcsetums butlhznewmncessmncmcthnsum
. yctbcmsxgned S R . ‘ )

Themmalg:mofthemncessmnmEmbmhhdmtmq\mpa}mofa&c Alh:r

.* December 31, 2005, Embrate] is required 10 pay a fee every two years equal to 2% of anmual net fevenmes L

fromdmpmnsmnofswucmﬁxedulq:hm:scnmmﬁ:emvm(mchﬁngmmdmﬂ

connibzmons) Thzsreqtmrmxmﬂlastﬁnoughmmhcm-)wmulpmod -

: Smceth:pmmnonoftheﬂmnlmnmkmmmmuonssysmcmcmlmmhmtbem A
rcqmredtomctcetmnumvas:lsu\mcmdquahtymgem lem'etomcﬂh:setatgelsmcsth:

tbdn) ofﬁmmdpuulmsfromAnml

" After the privatization of the Brazilian td:commxnucauons sysm amilmmnns were granted

wn:wcnmpcutotsw:shmgmoﬁ':fsumhcdﬁxedtelephm: services in the private regime, including

local, intra-regional long distance, inter-regional long distance and international long distznce services.

' ﬁuvﬂasgmmdarﬁwummmwtsuhmtoth:wobhgmwmgnmwukmm

(universal service obligations) and continuity of service as those applicable to concessionaires providing

-switched fixed telephone services in the public regime, alﬂ:oughmdmdualwﬂ:mxzznmsmycm

certain related obhigations. There are no limitatiens an the mumber of authorizations that may be granted.

.. In July 2002, AT&:T do Brasil Ltda,, now Telmex do Brasil, obtzined muthorizations to provide local -
'smkhedﬁndtlcphmymﬁmddom&ﬂcandmtumnmﬂmﬂhmedmmmmmmm

which allow it to provide facilities-based voice services. The switched ﬁx:d te!ephm:y ticense for local

a semcemclndath:m'tnh:gesthusmcsstmtusmﬂxcotmry

: Emhnclscomsmmesmbhshsamchansmofmnlmmadjummgbascdmmbaskm
andanadjusnnm:formﬂznon Anate] defines rate baskets for local, inma-regional long distance, inter.
mgomllmg&m:mdmmmllmgmmm While the weighted percentage icreass

" .- for the entire basket is capped by Anatel, tariffs for individual services within the basket may be increased _

a: Embratel's discretion. Because Teimex do Brasil operates under an authorization granted by Anatel
mdnmaconcumm,th:mnsﬁchngesusmszmnsmﬂreg;ﬂ;mdbymL However, Telmex do

. Bmﬂ:srcqutdropubhshmrawsforﬁnd hmte]cphoncsav:ccmBmlxmncwspapas

Campmnon

'f‘hzsmgcstopcmursmBnnl swleconmnnnauonsmzknmtheconmmcsthmwm

- bmkm off from Telebris, the former governmeént-owned telephone company, upon sits privatization,

Telefémica (formerly Telesp), Brasil Telecom (formerly Tele Centro Sul) and Telemar (formerty Tele
Norte Leste). Following tthn\‘anzanonof'l'd:bms three “mitror companies™ were created by the
auction of mirror licenses to provide local services over public switched netivorks in the same geographic

- areas served by the incumbent camiers. In 2003, Embratel acquired Vésperand Vésper 530 Paulo, two of

the thnee mirror companies. Global Village Telecom halds the third mirvor license for local service.

-.Imchghoidsamnmhmfor&xmummofmgmmlmmmﬂmﬁmmnmﬂlmg :
‘ d:smnccscwme moompcunmmth]:‘.mbzml : .

m’%l&cﬂmahm&&:ﬂgmﬁmmhzsbemzmhmzedmgnmmunbmmdnnmbu

] . ofmihmmzznonsfurthtpm\wmofmyrypeofulecommmssuwce Embratel was granted a
-+ nationwide hirense in August 2002 o pr:md: locat tclephm: service afier it met cermn m:versal service
Ny rcqmrcmmts ! . '

Embraml'sp(mcipalcompedtotswwbyrcgionmdtypeofserﬁm. Innmhun:indastem_

. Brazil, Embratel competes with Telemar and CTBC Telecom for local services and Telemar and Intelig

for long distance servicss. In souther and western Brazil, Embrazel competes with Telefénica for local

L7 I
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_ Chlle

SEVICES and Teld‘muca and Intehg for loag distance serices. In Sio Paulo, Embrat:l competes with -
“Brasil Telecom and Global le:ge Telecom for !om! services and Brasit Telccom and Iumi:g for lm:lg
: dlstzm:c scn'lccs

Imsrmrm' #n Net Savq,'os de Comumm;an SA

‘ Weownamn—ommuﬂmguu:restmNetSmwosd:CmnmczﬁnSA or Net, thclarglstmb!:

'.-t:lnmunopcmmmnml_ As of December 31, 2004, Net had approximately 1.4 million connected .
_kcahle television subscribers and 184 thonsand subscribers tw its high-speed cable modem Imtemnst access

service. N:thadtotalmenuaofusSS]Smﬂhm{PS,BSSnnﬂmn}mdnetmnom:ofUSSl?tmIlmn

_ (Pl92nnllmn)dmmg2004

: Wcacqmrodou.rmmstmNetm2005p1m:mtoagmemmtswnh&lobo€ommca;&se
ParticipagSes S.A., Distel Holding S A. and Roma Participagbes Ltda. (together, Globe). After a series of .

-nznsacnm:s.wemn(a)ﬂ'-ofdmwnngmandal]ofthemn—vonngmmstsmGB

¢ Participaces S.A., or GB, a special-purpose company that owns Sl%ofthet;onng

shares of Net and (b) 37.4% ’.ofthevoﬂngand??'/.of:henmmnngsha:sofl\la. Globocwnsme
mmmgSl%ofthcvoﬁngmmstsmGB . i

i Thcmnlcas:ofthﬁcnunsacnonswzsUSSBBnu!hon(?ﬁzﬁmlhon) Ourtmzld:mctand
mdntncqmty:mtrmmNetszT l'f.(calculnedbymulupl)mgdnshamsancth:ldbyGBbyom .

percentape eqmtymcrestmGB andaddmgﬂwshmwecmndncdymth)

" Under current Branhan Taw ; gnvcmmg cable operators, because we are not oou:m'olled by

o Brazkmpusonsw:arenotpmnmndtocmm'olNa. Giobocrwnsamajmtyofﬂwvohnguuu&s'm .
. GB, which owns a majority of the voting shares of Net. We have agreed that if Braziian bxw changes to

a!hwmtomaccnlmllmgtmmtmNa,wehm-eﬂxnghtmpmchaseanaddmonalmmutmGB:o
gwemcmu-olofSI nofthe\oungshamsofNet.andGlobohasthenghnomuscus to purchase such
Possiblr T mmnrrions with Embrarei

Wcamfmmaﬂy cvaluahngwhedwrweshouids:l] Telmex do Brasil and our 3719 .cqm:ysnke
1n Net to Embratel. Webehwethﬂemxgh:bcadeagesmth:s,bewmofrhc complementary and

* possible synergies among these businesses. We would expect io receive new ordinary shares of Embrate]

15 consideration for the acquisition of Telmex do Brasil aad our interest in Net. These transactions would
present a number of important issues, including the price in shares Embratel would pay and the
proce&xswvandfmbmciwmmfounwtcmgmnﬂapprmtﬂmmamnRMkpmmgm:

" . intérests of Embratel's other shareholders. Asarcsuh,thcmcanbemasmnceashowh:ﬁmranymh
-nnsacuonmlloccnror n.fudoescccuronwhattetmsoronuhatmmblc .

InFebmary2004 weacmmedwbsmnnaﬂyaﬁofthemofAT&TLannAmﬁmmcludmg _

L : Ihcse of AT&T Chile Holding S.A. wlndx was renamcd 'I‘dmu: dn!c Holdmg 5.A., or Telmex Chile.

In April 2004, we acqzmbdanappmxmamlyW/&mmehdthoxp S.A., orCthes:i,fm

A '17.5.547 million froin Redes Opticas, S.A. and Redes Opticas (Cayman) Corp., entities owned by
"Southem Cross Latin American Private Equity Fund L.P. and GE Capital Equity Investments. Lid.

Pursuant to a cash tender offer required by Chilean law, in Jme 2004 we purchased an additional 59.3%,

:umastngmzrownmhxpofCh:lcsmmWS% Wechanged:hcnmcofChﬂsatmTelmCmp S_A
o 'urTclmr.xCorp T

k)



We provide voice, Intemet and data services to more than 500 thousand corporate and residemial
customers in Chile. In 2004, w:inmgmcdliwopuaﬁmsof’l‘dmchmp and Telmex Chile, To
corporate customess, we provide local service, private long distanoe nerworks, virtual private petworks,

_r.lmmﬂsmmdmhqwhmaddcdmuwdluw&omdw&osamlhmhhbrhmdamg'
. corporations. For residential customers, in addition to local service, we are focusing on long distance and
* Internet services, including vahie-added services with the goal of increasing our overall profitabality. Our

mmlti-service platform, IP/MPLS, allows us to provide m.mgnrtdvmc.: data and video services, alang

- with Next Generation VoIP services,

* Our fiber optic nerwork comprises mare than 4,200 kilmm-m cfgh}ﬁaj cable, which cover the

. continentat tecritory of Chile from Arica to Santiago, Santiago to Valparaiso and Santiago to Valdivia. In

2002, to cover the segment between Valparaiso and Puerto Montt, a capacity exchange was carried out
with Telefonica del Sur S.A. In the southern regions of the country, we use a satellite platform. We also
own and operate metropolitan fiber networks covering Santizgo and Chile’s other major cities.

Ofmrmmm&omowChﬂmopmnonsmzom almcstmo—ﬂm'dswutamhmblcto\mce

services, approximately ane-third was attributable to data and Intemet servires and the remainder was
attributable to other services. Telmex Corp. and Telmex Chile together have 2 market share of 33.3% i
thcnw.ouzllongd:smnccmdm.108%mthczmmuomllongd15tmcemkctmdl?%mmelocal :
serwcemaﬂm_ i .o

The General Tclecormmmcmonslm (No. 18,168) of1932 uunmdad.estahlﬁhedthtlegzl

framework for the provision of telecommmmications services in Chile. The law established the rules for

granting concessions and permits to provide telecommunications services and for the reguiation of rates
and imesconnection. The main regulatory agency of the Chilean telecommunication sector is the Ministry

of Transportation and T:lmommmons, which acts primanily through the Undersscrerary of
Telecommmunicanions, or SUBTEL.

'We hold licenses to provide local service, domestic and mt:mauoml long distance senvice, data”
services and value-added services.

We face smg compennon in all of our business segments and we compete with Telefdnica CTC .
. Chile, the ultimate parent of which is Telefonica S.A., Entel S.A_ and five other camiors. This

competition has mainly been vigorous in international and national long distance public markets since

. implementation of the multicarrier system, which requires locat telephone companies to provide facilities

that allow long distance carriers to access the local telephone network on an equat access basis, We,
Emelmdothunmﬂuwmamescmnpcmonmcqmlxccsbmsmthcmnmdlmgmm
international long distance Chilean market.

Although competition remains strong, the Chilean long distance industry has demonstrated signs
of increased stability due to the serdement of legal and operational disputes among competitors, mergers
between certain facihities and non-facilities-based camers and the existence of the Long Distance Carmiers
Association, an institution dedicated to solving the various problems of the indusiry.

Argentina . - )

Techtel-LMDS Comunicaciones Intuaﬁims S.A., or Techtel, provides data, Internet and voice
services in Argentina. Telmex Argentina S.A. provides data, Internet and VOICE SEIVICEs IO COMporate
custamers in Argennna’s largest cities. Our principal subsidianies in Argentina are Telm:xArg:nnnz,

‘Techtel and Metrored Telecommunzcationes S.R_L., or Metrored. Mewored operates fiber optic rmgs
metropolitan areas that provide “last mile™ access to reach our customers,
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_'mgh'iésdigimﬁbummnmr@&mb&;@,r@@.mm- -
Iuttmetaccsstoompom:mfdmidmﬁzlcusm:nﬂs:l'h:oughitstwodanoentgshalspoﬂ'&sdmn_
adrmnmanmmdhnsnng_mgodum s o T IR S

i
f -

hiAptﬂZW,WezcﬁuﬁedmsmiwmmmTechmj in two separate purchases. We

- adqu&cﬁazo%jnmrcsﬁomapaﬁilhmofohﬁnCompaﬁi:TémicqmmonﬂS_A.C.I_,WTC-l- S
. nn:ofAl'gHItina'5lz:gcs:indtxsuialg:'oups,forU.S.$25nﬁ!iim We subsequently acquired a 60% .-

inm;tﬁnmAmﬁicaMﬁvit;onthésmj)ﬁdngtﬂms, for U.5.$75 million.” In fune 2004 we - .
mpitnlizedTedm:lwi&U.S.SZﬁ.ZmﬂﬁmtobuyMﬂmmdandmmpajrdtbiochchﬁ:l. This " .
cqﬁuﬁuﬁanincruscdm.lrownas'kﬁpof To;chrclbyl*t'/.: T T

IR Ammmm%mmwm-mcmﬁnueamwhmﬁﬁgmmm@ R
" interest in Techtel. Hirman!tomagmemﬁnitb!hehchim:ﬁiﬁmt;onlum 23, 2005, we exercised

our right to acquire an additional interest tn Techtel of approximately 10% for which we paid U.S.$15

million, mnereasing our cwnership to 93.4%. Purstant to 2 further agreement with the Techint affiliate, we _

have a right ta acquire, and the Techin affiliate can cause us to acquire, in 2007, its remaining 6.6% -
indirect interest in Techtel for U.,S.$10 million, In addition, we have agreed to pay Techint's affiliate, -
Teenologia en Servicios Urbanos—TESUR S A.. 2 U.5.36 million consulting fee for management | -
services to be rendered through December 2008, s S

 Techel ogeates alocal snulipent disibution seivice, or LVDS, and Ser opic aenverk .

- Argentina, providing voice, dam and video transfer services and other related telecommmmications . -

services. LMDS is a wireless broadband technology that uses radio signals to tranismis voice, vide znd

dara. Techtel began providing long distance fixed-line voice services and call center suppont in December

2000 and launched local fixed-line voice services in August 2001, In June 2004, Techtel acquired a -

: conuouingmminl_vilel;mgd,whichhasmeofﬂmlzgestﬁbcropﬁcnmvdrksinBuéxxosAir&:

] Weh.weaﬁbuopﬁcn&nmkofmt{mokmthmmﬁsdﬁmmdﬁcs.iamdﬁﬁamd' -
reaches approximately 68% of its population. Our voip_c oetwork covers appmxmm}y“ ciﬁe; -

- Of our revermes from our Argentine opermons in 2004, over one-half was attributable to voice " - -

services, approximately 40% was annibutable to data services and the remainder was anributable to other
services. o . ) . .

We hold Eicenses to provide local, domestic and internaticnal kmg dxsmnce telephone service,

public telephony, data services, value-added services and video conferencing.

Peru”

a fiber optic network

. * Revenes of our Peruvizn operanonsﬁarthc full year 2004 were P:4§S.7 milkion, of wh:chnear!y ;
" two-thirds vere atmibutable to voice services, approximately one-third was attributable to data services

and the remainder was attnibutable to other services:

The main regulatory agency of the Peruvian telecommumications scctor is the Ministry of .

e Transponznon and Communication. Telmex: Peni holds concessians o provide local, domestic and

mfemational long distance service.

* Through Telmex Peni S A., we provide dnmsncmdmmmzllmgdmnccsmmcspubhc S
‘ulephms,mdd;mhmandhmﬁngsqﬁogwwpmkmdmidmﬁdmhhp&mgh'




Ommamcampeuwrmﬁxedlocaltckphmymms puhhctelephmcservmes datascmm

andlnl:emct services is Telefonica del Perii, S.A,, and in long distance telephony services our main

compcumarcAmmIPcmSA aTdecomInthrm:pafﬁhate,dee!efomcadde
Colambla
ThruugthmexCo!.ombtaSA wepﬂmdedmandlmnctmmcmpmmchmtsm

Coimnbuﬂ:rnghaumapo]nmmdmner-cﬁyﬁberopucnmozk
Ofmms&nmumcdmnhmopqmmsform muWAmsamlbuubkmdzmand

mmmmmmm:mumduwuambmblzmolhamccs o
‘ Wchnk!hcensesmpmwde Ioca],dom:suc andmn:rmlmnal lmgdamnoescrv:cc mobll:

telephone service, data services, vatue-added services and video cnnfcrcncmg

_ umudswes f '

Inﬁ.pnl2003 the US. Fedu-alCoumummnnns Conummon,orFCC g‘amedom'US

mm Telmex USA, afac:hucs—basedmnhmmonrhatpemsTdeSAtnmsnﬂmdm )

telecommmunications facilities in the United States. Telmex USA also holds an FCC muthorization to resell

- long distance services in the United States. As a result of our acquisition of the zssets of ATA:T Latin -
' Amenica and of Embratel, Wcho!dtnozddmonalfzmhu:s-hasedandmsale-bas:danhmzznons Wc:lrc o
s __mthcprocessofcvahnnngpomalﬁmreopﬁauonsmdmifm:cdsmu :
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CAPITAL EJ\PE.\'DI'!'URES

'I‘hefo]]mvmgtablcscsfonh,mconsmtpmsasof!)ecembu}l 2004, uurczpnzl s
cxpmdlmrm bcfntercuremen:s foreach}-‘mrmlhcthmc—ycarpcnodemi:dDecemberBl 2004:

- Year ended Detmbtr 31,
2004 - 2003 2002
LT (mnu"nmmnfmmlipﬂmunﬂkmberﬂ bt )
Data, connccn\my lnrl tnnmmnon network P . 3686 P 3565 P 3,199
I 1 plamt : ‘ 836 1639 2368
Outside plaat._____: o . iy - 5359 . 2,588 .. 3396
" Systems.....i . N JUooslo .65 . . 1014
Other___. - : R X b1 CT324 0+ 2250
Totxl capitaf expenditures ) ! ) P, .- 20,375 "B, 10,728 . 'P. - 12.227

t Q:rmvem!mapmlnpmdmmmmasedby899%m2004ducmznmuuscmm
mmvesmments in Mexico and the inclusion of the mwsmmlsmzdebyowmn—Mzmcan subsiciaries -
&)llowmgmuconsohdanonofd::rupecm'ebusmm . S

: Wchz\tbudgcwdmpmlapmdmmmanamomteqmwlmmappmmmamlyussﬂu.
billion for the year 2005, including U.S.$1.55 billion in Mexico, U.S:$473 million for Embratel - - ©

' pnnupaﬂyform»esnnmrdncdtomeﬂde?.satelhmsandUSS!l?mﬂhonfurmzroﬂxu

operations in Brazil, Argentina, Chile, Pertt and Colombia. Scclrems Operamrgmdﬂ'nancmlﬁmfm T

] :md Pmspecrsﬂf.zqmdrry cmd Capﬂa] Rﬂazm:c

OTHER\]ATI'ERS

Investments - ‘ . . "

i G{neral ) . . ) ) ‘ ) )

We ocmsmnzllymzkc mvestments znd § Jomt vcnmmsmt:lwmmunms-n!amd businesses

within and ewside Mexico, To date tn 2005, we have made investments totaling U.S.$924 million, L
inchuding U.S.3611 million in Embratel through subscription to its capital increase and U.8.5313 million
to acquire a 37.1% equity intefest in Net. We also invest m publicly traded equity securities of companies
in technology and communications businesses. At December 31, 2004, we had U.S.$658 mitlion of

marketable securiies on our balance sheet. Otxmaxkazbl:scmmncsrcmnedaimarketvﬂue.md
gamsmdlosmmmguaedmmmunofmcm :

HCI Inc.
'Iln'oughawhollyowncdsubstdmy wemvmmdmswu‘alsmcsofbombofMC! spmdu:cssm

7 WorldCom,Inc As of December 31. 2003 wchddappmmmatc!yUSSl?S9m:ﬂxonm&cemomtuf .

thebonds,mth:ma:t:tm}ueofapp:rommatelyUSSSS?mﬂlmnatmchdme

' luApnl2004 Mdemuged&omb:nhmpnmnmtoaremmonphnwmcdbﬂh:

U.S. bankruptcy court in October 2003. Under the reorganization plan, in exchange for our bonds, we

recewed approximately 25.6 million shares of common stock of MCL which represented approximately
% of MCI's outstanding common stock  Other parties that may be deemed to be under common

7 ccmrmlmﬂamh:ldmaddmmzlmmofzppmmamlysnnofMCIsmnnz.ndmgcmm)ons:ock_
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. On April 9. 2005, we 2nd certain parties related to us emered into 2n agreement with Verizon .
Commmications Inc. and certain of its subsidiaries, together Verizon, to sell to Verizon our entire interest

m common shares of MCI for a cash purchase price of U.5.$25.72 per share, We received approximately | -

U.5.3660 miltion for our 25.6 million MCI shares on May 17, 2005. We expect to secognize a gain of , -~
close to U.5.358 millior before taxes, which is in addition to gains recognized in prior periods. If, anthe

" third wading date prior to the first anniversary of this agreement, Verizen Communications's average'

stock price for the preceding 20 trading days exceeds U.S.$35.52 per share (sulbject to adjustment in. -~ -
cénaincixmm_stnmes),.wei\iﬂﬁecmiﬂedtomoeiveanaddiﬁmzicashpaymmtpusha:eequﬂm "
approximately 72.4% of the excess. The additional cash payment to which we will be entitled will be
capped at approxtmately U.S.$19.54 per share if Verizon Communications’s planned merger with MCI
has been consunmted by the third trading dite prior to the first annfversary of our agreement with
Vm. N [ .-i" ) . . .l, . ,V: ! .
Property, Plants and Equipment S . _

‘ We have ransmission facilitics, exchanges, outside plant and commercial and administrative -
offices throughout Mexico, We own most of the locations of gur exchanges and offices and lease other
locations, We hold a smiall nixmber of operating properties under financial leases, but the aggregate
amount of such financing is not material to our operations as 2 whole, We carry casumlty insurance:
against loss or damage 1o buildings, equipment contained in buildings and ouside plant, including our .
fiber optic network. Qumside Mexico, we hold additional facilities and offices in Branl, Chile, Argentina,

Weh:w;nrcbucdcqmpm&oma\mtyefmpphuamdmutmmfﬁmdmw

disturbance to our operations or our investment plan, * .

 sources of equzpiment 5o that intermuption of any source would be unlikely 10 cause a significant

The Tehnex Foundation

Since 1996, we have sponsored a philatthropic foundation called Fundacion Telmex, A C., or the
Telmex Foundaticn, which is active in the charitble areas of education, health, justice and culture, We :
do not consolidate the Telmex Foundation in our fnancial statements. Weé contributed P.578 million in
2001. We did not contribute to the Telmex Foundation m 2002, 2003 or 2004, and do not expect to
contribnzte 1o the Telmex Foundation in 2005. The assets of the Telmex Foundation are devoted only to
its charitable activities, and our contributions are deductible for purposes of the Mexican Income Tax

During 2004, the Telmex Foundarion provided over 10,000 schalarships, donated over 3,300
personal compters and over 2,300 printers, and provided approximaiely 2,750 eyeglasses for children.
The Telmex Foundation also works in conjunction with the Mexican government's health agencies in
providing spectalized health care to people in remote areas through 2 surgery program that finded
treaiment for over 28,700 patients in 2004. The Telmex Foundation also warks to increase participation
in organ donor registries. In cooperation with non-governmental organizations, the Telmex Foundation
provided assistance 10 nearly 7,000 persons charged with minor crimes whose tack of financial resources
prevented them from otherwise pesting bail during 2004, " IR I o
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ltuns Opemﬁngandl-'hunuzllbviﬂrmdl’mspeﬂs ) L
i Thefollowmgd:scms:onshouldbereadmconmummth&ncmmhdaﬁedﬁnmd statemems-

andnntuﬂzﬂemmchﬁcdmthis:\nnualk:pm T L.

. Owcomhdawdﬁmudmmshawbeenprepmtdmmdanuwnhmmw
whlchdlﬁu'mcumnrﬁpeusﬁ'omUS GAAP. Note 19 to our audited consolidated financial .
starenents provides a deseription of the principal differences between Mexican GAAP and US. GAAP,
asthcymlamwus a reconcihation to U.S. GAAPofcpcnm:gmmmc.mmmm:andwul

1

~ stockholders” equity; mdamndmsedsmmmofcashﬂowsmderus GAAP

. MunﬂnGAAqum:esﬂmﬂnﬁnanuﬂsmanmzsrccogmzemmeﬁmofmﬂnm In

" Index;

; A-O_ plam pmputyandeqmpmunofnm—Mmcannngmmrmmdbascdmdxmof
: mﬂmwthcwmyofmgnmdcm&dewcmpesosmgdwpmwﬂmg
exchangcrmatthchalzncesh:etdzm -

i gmmdlossesmmchasmgpowu&mholdmgmmmymanﬂhabﬂmesm
- rccog:nmdmummnc,and B

T aﬂﬁnmuﬂmmmmmmwedmmmmm:sofDmbuhjﬂM
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Overview |

Qxﬁnannﬂsmmmsmpmsenmdmoonsﬂmpcsos soallﬁnma!mfomnummresmmdm
pesos with purchasing power as of December 31, 2004. Wcrc&rmcms:zm-ptsoﬁgtmasbng“tri“
as opposed to “nommal Ifnmmlmmxﬁmmcnmcdonmmusebynlcmﬂmmofmﬂzm
they decrease in real terms.

In 2004, asamofomsntcgyfurgmwrh.w: mqmrcdopﬂ'anommBmaland four other
countries in Latin America where we now offer voice, dara and Intemet services, among other services.
Total revennes grew 12.9% in 2004, primarily because of these acquisitions. Revenues from our new

nm—l\&mmnnpcmnmswdlli%ofwulmcmmZW Weexpectﬁleconuibtmonofuw .

non-Mexican operations 1o total revernes to increase in 2005 when we consohda:crh:remksofmn‘non—
Mex.zanopm\mnsfmdwﬁlll)w :

In Mexico, murcvumcsgrrwshghﬂymZdemsu‘mggmmhmlnmmmd -
corparate networks, despite a decrease in revenues for bocal and domestic and international long distance
services. We did not raise our nominal rates in 2003 or 2004, and we gave discounts for some domestic
long distance and comnectivity services, so tn real terms our prices have contunved to fall. The number of
lines in service has continued to grow, but average revenue per line has declined, partly because we have

- aﬁcdnewmwhohawkss&sposablemcmmdmakeimmofﬂmnhm

39

- mnmomntym(d&hdmgpbngbmpawmdoquﬁmp[mmoﬁgﬁ)md: L
stockholders” equity are restated for mﬂzﬁm_b;scdmt}mMmNmonal Consumer Pnice’




Cnnmcuummdchmmgmchnoiogxes havehadexzens:veeffec&sonmfmmalpﬂfoxmm

s andlt:.sdd‘ﬁcuhmpredxct:hmﬁmxrexmpaa We expect continied pressure on prices for long distance ~

services. In local service, the rapid growth in mobile telecomomnications has made them the principal
competimrﬁnloczlmnvmts 1n addition; local service faces competition from other means of

- communication such as pnvate circuits and the Imemet, including VoIP, 2 technology that transmits

ardimary telephane ‘calls over the Internet. The growth of other service providers in long distance and |
mob:khnmad:mmmmecumfusagmwmgcmnpmcmofbo&mmmdmm The

" - number of our broadband subscribers grew by 212.5% in 2004 and we expect that it will continue 10 grow

and to affect usage of other services. Revenues from voree serviees (including local, long distance and
nncrconmcuan) represented 80.5% of our consolidated 2004 reverues white revenues from ccrpotau:

_ n:twurksmdlumnetsuvmesrepresm!edlsz%bmwm gxmngatamnchfastupaoe

' Fmodwxﬂ:mwumpomuﬂforgmﬁhmmmmmdmngmcmmﬂan
market, we have worked to control costs while integrating the non-Mexican businesses we acquired in

", 2004. The consolidation of these businesses increased our revermues and operating income m 2004, but .
- decreased our overall operating margin Itnbhelyﬂxatthcrmﬂtsofmrmnbdcncanmbs:d:msmll .
. cmmutommlymtmmﬂmmmmmcme - Yo .

Omﬁmnrcmﬂmma) beaﬁecwdsxgmﬁmﬂybyﬂrgcmn!ccmmmdﬁnmualmdmms,
in the countries where we operate, inciuding levels of economic growth, devaluation of the local currency,

-- . mflation or high interest rates. Exchange rate variations en our U.S. dollar-denominated indebtedness,

and the effect of mﬂanon on our uet momary lubthues ccmmhm © ﬂae volanhry of our comprehmswg o

. ﬁnancmgcost.

- Eﬂ'ects of Recent A:qmsinnns

1112004 weacqud'l‘cclml,c’hﬂesa: Mcnurad,amzjomyoflh:vohngsmd:ufﬂnbrmdand
su.bshnna!]yal]of the assets of AT&T Latin America. The consolidation of these comparies affects the
comparability of cur 2004 results to our 2003 results and will contimue to affect comparability in 2005, -
particularly sire the largest of our 2004 acquisitions were not consolidated until the third quarter of

Our consolidated ﬁnancul statements reflect the consolidation of these companies as follows:
» Telmex Argemtina, Telmex do Brasil, Telmex Chile, Telmex Colombia and Telmex Peru.
galf;ngﬂ:emofAT&TLamAmammduspcmwcmmuy)(ﬁomMzchl

s Techtel (from May 1. 2004), A
»  Mewored (from huly 1, 2004), -

.- Cln]esa!.mTchthorp(fmmhﬂyi 2004) and
. ‘Emtute!(ﬁumAugustl 2004)
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" . Revenues

Ton.lmmuestDMwercPBSSDlmﬂhm anmt:tu.sv:ofl’J 9“/oowr20(}3 <hxcpmnanlym
the consolidation of our non-Mexican operations. Of our tofal revenues in 2004, 80.5% was antributable
ta voice services, which mchudes local, long distance and interconnection scn'me.s and 15.2% was

,mnbmblcmmrpormnctworksandlnmmetsﬂwm ‘

. In 2005, wemllconsohdatcfortbcﬁﬂlyeardmnm-Mmcanopcmuonsweacqtmaddumg
2004, AsarestﬂLwccxpectthatﬂrpomonofmmuesatmbuublemmnMencanopuzuom (88.7%

in 2004} to decrease in 2005, Wcalsoa:pectthanmcesmmcesmﬂmp:masmall:rpomonofmm )

revem.aesmzooszsamsuhofumcmsohdanunofthemms&mcmpmnﬁwm’hmdinmmﬂ
services of our non-Mexican clpem:ms Iu2004 voice macesrepmunedmmethm 0% of
Embﬁzclsmcnucs !

) I.oca.l’ Sewtcc Reven ues -

Opuzungmmutsﬁ‘omiocalmmdudcmsuuauonchugsfnrnminms monthlyhue
rental charges, monthly fees for digital service and monthly measured service charges based on the
number of calls. These revermes depend on the number of lines m service, the mmber of new lines -
mnstalled and the volume of calls. In Mexico, measured service charges are due from residential
customess only Eurrhcmmbcrofloca.lullsexceedmg a specified monthly minimum, Accordingly,

: _rcvcnucs&cmlocaiscrwceformsldamzlcusmmmdomtdcpmdsoldymmagemhm Opentmg
: revenues from locat service also include miscellaneous charges, sach as fees paid by long distanice

canusmhwdmcmmsmofmodzfymgommwkmmomuhm:mﬂcmnemon mdfmﬂx

mcotmecungcusmmﬂs

: Revemxcsﬁ-omlocalsm'nccmeasedby05°Am2004mddeacascdby25%m2003 The
mcreascm2004uv.spmmnlyducmﬂrconsohdanonm}\ugxm20040fdzelomi service revenues af
Embratsl. Without the local service revennes of Embratel, revemies from local service would have

_decreased by 1.1%, as total local waffic n Mekico increased by enly 0.6%. Revermes from our Mexican ‘

operations declined in 2004 and 2003 because of lower real rates, which restilted from inflation as our
mmmzlmsmamdunchmgedfonhefmuﬂ:yw Traffic increased slightly, reflecting the effects of

economic growth and increased competition. These effects were partially offset by the higher penrtration

ofd:gnaiscruces,gmwﬁoﬁmccmaﬂandmmuumdxmmhuofhmsmserw'.eto17172

" thousand at December 31, 2004 from 15,683 thousand at December 31, 2003 and 14,446 thousand at
December 31, 2002. Thepropmnonoﬂmcswnhatlcaston:dxgnmlmcc(suchascallwmmxg,ca!l.ﬁ .

D, \mccmzﬂ,three-wzycaﬂmgmdcanﬁxwardmg)mmﬂ?%mzw compared with 35.0% in
2003 md302'=m2002 Incmncpcrhnedea‘easedeBOQszomﬁmPJM_Sm”OO}

Domesnr Long Dl'mmm Rtvmnﬁ

Opaanngmmsﬁnmdomsnclmgdxswxemoedepmdmmmdmﬁicvolm

Domestic long distance revenues increased by 32.3% in 2004 and decreased by 1.9% in 2003. The

increase in 2004 was primanly due to the consolidation of long distaies reverues amounting to P.7,693-

. million from Embrate] and other subsidiaries sutside Mexico. With respect to our Mexican operations,

although bitled mimstes increased by 8.6% to 16,700 million in 2004 from 15,376 million in 2003,
domestic long distance revenues declined by 8.5% due to lower real rmes. In 2003, revermes from
domestic long distance services decreased duc to lower real rates, partly offset by increased traffic. The

annber of billed mimates increased by 7.2% to 15,376 million in 2003 ffom 14,347 in2002.
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our custormers and (b) amomnts eamed from foreign telecommmnications cariers for

imternational calls. ﬂmmmofopcrmgmm&mmﬂmﬂbng&smmmdepmdsm :

the volume of traffic, the rates charged to our customers, the rates charged by cach party under ~
agreements with foreign carriers, principaly in the United States, and the effects of competition. The

. comtribution of net setdements from foreign camiers sepresented 1.9% of our consolidated revemues i | o
2004 and 24.7% of our international long distance revermes in 2004. Sctt!mnmpaym:msmdersuucc o

agrwm:msmd: fcrugnwnmmgmaaﬂydmmumwdeS dollnrs

Inmn:nonallnng&mrc\msmmcdbyl'?_, i.n20043midocreasedby81%m2003 _

Themuscmzm&!nmsdncwﬂweonsohdanmofmmznnmllmgchsmncem'muuammmmgm

- P.1,600 million fram Embratel and other subsidiaries outside Mexico. Without this revenue, there would . -
. have been a decrease in revenue of 0.4% due to lower real rates and custoiner discounts, partially offset

by a large increase in traffic. &ngmgbﬂbdmmmmby?%gwhdcmcmngbxﬂedmmmcsgmw

. byMB&.Mmlnuenmmmalsmimtmmsmdlowuﬂlegalbjm

Thedemasem2003\mdu:to(l)lowurmlmbd!rde:ncoand(n)luweruwommg

ﬁ:ﬁc which we attnibute, mpwt,tonlleg:.lbypass both ofwinchuuepmﬂyoffmbyhﬁumgnmg _‘ ;

uzﬁic pzmcxpallytoth:UmncdSm .'

: Wemmzteﬂmhﬂzgnlbypassdcuc&dwm‘muesby:ppmxmlyP1769m1111mm2004
. mdappm:ummiyl’ZMlmﬂhmmZOOB Our estimated lost reverues consisted of settlement
pqmuns&chothuvnsenmﬂdh:wmmadhnfnrﬂlegﬂbypass

InAugust°004 Mex:codmnmdmmufmmsmlcmcmmesysmmpmpomomlm

.s-ysiunandxtsmqummt&nthrMmcancmmmcgrmstshmofoutgomgnaﬁictoa <o
pamaﬂxcmmnynegonmdusetdmmmbchﬂfofaanmcammfonhﬂcmm Because

cach Mexicat carrier is now ﬁ'rcmncgouat:setﬂemnnm:s wuhcachfomgum ltnsfnnnof
bypasshasdasappeared . . : )

. Rﬂmursﬁamlmmannemou -

: Rcvumﬁ from interconnection represent fees futconnccucm to ourmtwod( ofﬁxed to-mobile,
mobai:-to—ﬁxndmdlongd:smaﬂs. In Mexico, under the * ‘calling pasty pays™ system, onr fixed-line -
customers pay us an interconnection charge when they call mobile customers, and we pay approximately
three-quarters of that amount to the mobile carrier that completes the call We recognize the amount the
cmmsmuﬂummmmmmmmandwcrmgmmﬂmmmlwepaymth:mb&
camer under interconnection cost. Fnreuercanopﬂznons,rcvmucfmmﬁxcd-mmohﬂewl]s
represented £9.9% of imercannection fevemes in 2004 and 92.3% in 2003, and revenues from competing
!ocﬂaﬁhngdmammrewmd?&-ofmmmnnmvmmsm2004 The balance of
mtu'connccunn mmmmmpz}mmxsﬁnmcemﬂa: ca.mus for mobﬂe-m—ﬁxcdmlls -

. Rmmxes&omm:ercmnrcmnmcasedby39%m2004andby86 nin2003 Themcreasem

._ MWMmpmm&mmofmm&mm-MmmmmmmnﬂxﬁmbumL
- withow which the growth would have been 1.4%! For our Mexican operations, revenues from “callmg
paity pays™ decreased in 2004 by 1.1% bmthmdwr:scwasmerhmoﬁsctb)gmwlhmrwcmxﬁmn

mmromtmofloaLlongdxsuncemdcdhﬂaropuzm The increase ini 2003 was due to growth in
“calling party pays” munutes. Inzddmon,mZOOB th:measemﬂted&omgmwthmnnnumfmm
lcugdxsmccamus .
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: Rmucs from Covpm:d\ wks

. Rcvumuﬁnmwpmmcnmvorhmch:dcmvum:sp:mxﬂy&omthruumﬂmmmdimmgof

dedicated private bnes and revenues from virtual private network services. Rmmxs&omoorpmane .
networks increased by 48.0% m 2004 and decreased by 4.4% m 2003, A large part of the increase in
ZMmmxmﬂmmmhdanmofmm-Mmopumom,mpmcuhrEmbfml Without the

non-Mexican operations, revenues would have increased by 7.3% due to the ncrease in line equivalents -

and the expansion of cur administrative networks business, partially offset by customer discounts and
lower real mates. ThrdtueascmZCO]wdmmmmmﬂdmmmmdlowﬂrczlntcsasamsuhof

; inflation.

Revennes from Intemd Services *

szmucsﬁomlnmnﬂmccsmchxd:sﬂ-mmdmce&csfmdml-mandbmadbmd S
Intemnet acoess. Revenues from Inréioer sérvices increased by 45.3% in 2004 and by 27.1% in 2003. 'I'he
increase in 2004 was due in part to the inchusion of reverme from our non-Mexican operstions, in© ¢ -
particular Embratel, without which the growth would have been 25.0%. The increase m Mexico was due
10 an increase in the mumber of broadband (ADSL) customers, which grew by 212.5% % Fom 1793
ﬁmmdatﬁeendof2003m5m3dwusandatﬂmendof2004 'I‘lwnm:sem”omwasduetoan
muscmboﬂldul-upmdh’oadhmdmsmmﬁs - . . e

Otber .Revenues

‘ The!atgstoomponmlsofoﬂm'mvmmmsahsof}tﬂcwmgcsad\'unsmg, N
Wmeqmmumdmmsmdb:ﬂmgmﬁwﬂ:mmsmu&soﬁ'ﬂedwﬂmdm
Other revenues mereased by 8.9%% i 2004 and decreased by 0.3% 1n 2003. Themﬂ'casemZWiw:schc
to-growth in Mexican ‘other revesmes and the effect of the consolidation of Embratel. In Mexico, other

revenués ncreased by 3.3% in 2004 due o growth in revemie from the sale of telecommmnications . -

materials 2nd billing and collection services offered to third parties. m&a‘uscmZDOSwzsptmpaﬂy o

due to lower revenues from yellow pages advemising, particularly in the Mexico City, Guadalajara and
Monterrey directortes, and a delay in the recognition of revenues from two directories, the pubhcation of
which was postponed from December 2003 until February 2004. The cffects were partially offset by
hghurn*mmsﬁm:hesﬂcofklocommmmhomeqmpmnmdmnﬂhﬂmgmd
col]:cuonscrv:catoﬂurdpm'nes : . )

Opérah'ng Costs and Expenses
' Cost of Sales tmd Services

‘ Costofs:lcs:ndscrmcsumscdby?(Bam2004mdby07'/aln"003 Th:mﬂcascm2004
wasduetodwconsohdanmofmnmh{cnmopdms. In 2004, cost of sales and services for our
Mexican operations mcreased by only 1.1%. due to the expansion of our telephone plant and to expenses

' mhwdwmmmmofmdanuﬁwmk,pxuaﬂyoﬁmbylmﬁcxpcmcsfmpmnmsmdbwa
_ costs for compters for resale to customers. The increase in 2003 was mainfy due to higher expenses for -

pensions and seniority premiums, the increase of electricity rates and higher costs for telephone sets and
compurers, parmially offser by decreasedexpensesfarmzmemnceofmnsxdeplamandsysms,md :

lo‘w:rpmdmuoncostsfort:lcphm:ch:rcmncs
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Cnmmcrcm! Adml‘nismﬂvc ama‘ General Ewemas o

o Conunuualadn‘umm'candgmuﬂcxpcnssmuusedbyZIS' m20943:1db}02%m
2003. In 2004, the increase was due 1o the inclnsion of expenses fiom our non-Mexican operations. In
2004, fnronrMcnmopmons these expenses decreased by 0.7%6, due 10 lower expenses for pensions
and lower costs for prepaid phone cards. In 2003, w:nnmmurdsmctcostmn:rolpohmmchdmgﬂw
continued feduction of marketing expendinmes, and we reduced the cost of prepaid cards. This cost.

* control policy helped reduce the impact of higher expenses in pensions and seniority premiums and

higher payments to third-party service providers, In addiion, we made no contributions to the Telmex .
Foundation in 2003. Asarmﬂnwemmnmnedcommumadennmsmm'emdgmualcxpmscsat

ahnostﬂrmrln’e]asmlﬂ()l

Ima'com:ecmn ami Tramsport  ~ °

) Cossﬁommmmzcummdud:paymmswcmzkemh&mm pcrmupa]]) to cellular cartiers '
under “calling party pays,” mdcoslsfmmnnspmmchxdefe:spmdbymnnon-Mummbudszm
thcmcoffacﬂm:stncmnplctcﬂrnc:llsmmwhﬂetheydonothave:n:twmk Total ) -

'unuconnncuunandlmmpmcostsmusedbyszd%mmmducpnmxﬂymth:mdus:onofwam

M:x:canopemuous Interconnection costs for cur Mexican operations tnereased by 0.3% in 2004 and
4.1% in 2003, ducmboﬂ:ycatsmﬂxegmwthmnﬂicﬁnmmcusmmusﬁummmnguﬂsonth: .

nctwor!sofoﬂmopums espeaa]lycelhﬂaropums
Drprenaﬁonanddmammnma e :' . ! B

‘ Deptwmmmdmmmusedby54%m2004mdbvl7%m2003 Undchcx:can
GAAP, we restate imparted fixed assets based on the exchange rate between the peso and the currency of -
the country of origin and the inflation of the country of origin. As 3 result, changes in éxchange rawes and
inflation rates affect the amount of depreciation. In 2004, the increase was dus to the inclusicn of our
non-Mexican operatios, principally Embratel For our Mexican operations, depreciation and
amortization decreased by 7.3% due to lower depreciable assets, reflecting declining equipment prices
and the fact that the rate of Mexican inflation exceeded the rate of devaluaticn of the peso in 2004.
Depreciation and amortization increased in 2003 because the rate of devaluation exceeded the rate of

* Mexican inflation and we reduced the useful Iives of certain assets to respond to technological changes.

These effects were offset by a decrease m the amount of our depreciable assets, as the rate of our
m\'esmhasdawcdandmmmedpmpmnmofommhzsﬁdlydemaamd

Operaﬂnglncome L

In"004 opumngmoommmsrdbyi&. r:ﬂccmg:lZQ'nmausemmmda
17.3% increase in costs. Our operating margin decreased 1o 31 5% in 2004 from 34.0% in 2003 due to
the consolidation of our non-Mexican operanons, which had lower operating margins than our Mexican
operations. In 2004, operating income fmmot:rMexxcanopmnonsmn-mcdbyST% reflecting 2 0.1%
ncrease 1 revenues and a 1.7% decrease m operating costs and expenses. Opera!mgmargm&mnmn
Mexican operations increased to 35.2% in 2004, from 34.0% m 2003, duc to decreased costs and -
expenses, including lower depreciation. Mopu-mngmxgmofomMmcmopunaonsreﬂemm -
meascmmn‘mzrgmfmuthusewmes(ﬁ‘om%O%m"OOSli ’-in2004) ) i

In 2003, ope:aungmcomcdweascdb;l‘as ’-,mﬁecungaO.Budacrrasegnmemmandalh%'
increase M operating costs and expenses. As a result, the operating margin decreased by 1.0%, to 34.0%
in 2003 from 35.0% in 2002. The decrease in operating margin reflects a small decrease in margin for . ©
10calscnm(from309%to306%)andalargadeumcm:h:ma:gmfurlmgdmeme(fmm
31.9% 0 28.1% '.) mmmﬂybocanscoﬂnwerrezintesﬁxboﬂa!ocﬂandkmgd:mnccsmmes -

45



'InM:xim ﬁcopunminnwbprmmyugmms,localuﬂlongdxsmu and several smaller
segxmrs&mwegrmiptogcdmfmrcpormgwtposcs These other segments inclode connectvary,

" Internet, public and mral telephones, directories and ather services. We group all of our Latin American

operations other than those in Mexico into an additional segment. See Note 18 to our consolidated
financial statements. Local service in Mexico represents more than half of our operating income and
xmunsfmamajmtyofmopu:nngmhﬂmandofmmpmlupmdmr:mqums In 2004,
opu‘amgmargu:was304'/.momlocalscgm:m,270%moulong-d:smstmmd44l%inour
ather segments in Mexico and 2 2% in Latin America.

Compmheusﬁve ﬁ'nandng Cost

Under Mexican GAAP, compreh:nsntﬁnmngcostreﬂeﬁs interest income, mmrl:stcxpeuse,
fa!umuchmgcgmmimmdth:wwlossamhmbletoth::ﬂcctsofmﬂauonon
liabilinies and assers. A substantial proportion of our mdebtedness (50.3% at December 31, 2004) is
denominated in foreign currencies, so when theie is depreciation of the peso it results in foreign exchange
lossand!ughermmﬂ:pmse Mostofmn'ﬁnznculasscﬂmdmomz:edmfomgncmums

‘In 2004, oompmhmsme financing cost was , P.521 million (88.3% lower than i 2003), as
compared with P.4,472 million in 2003 (36.5% lower than tn "OO’) Thechmg:smcadxcomponau
were as follows:

. lmercs!mmmrdﬂnascdb)SZ'aomZOMandmmscdbylZS?/oszOB Interest
income mchided gains on marketable securities of approximately P.202 miflion in 2004 and
P.2.273 mllion in 2003, Excluthmg these gaing in both vears, interest mcome would have
increased 214.7% in 2004, due poncipally to inchusion of P.673 million of intsrest income of
Embratel and P.231 million in dividends on its shares of MCL. The increase in 2003 was
mainly due to the recognition of P.2,273 million of unrealized gain an marketable securities
(P.1,937 million of it atmibatable to MCI securities). Excluding this amount, interest income
decreased by 36.6% in 2003, mﬂccnngiowermuagcnmnybﬂmsaﬁenhcmvcs:mmt
mMCImdluwermmsmMmcoandabmad

» Interest expense increased by 5.3% in 2004 and decreased by 8.3% in 2003. The increase in
2004 was primarily due to the inclusion of P.1,169 million in interest expense of Embratel

. and the P.327 million preminm paid for repurchases of our convertible seiior debennwes. In
2003, wemcogmud?lommﬂhonrelztedtoﬂmmmﬁmonofmupso-dmmmd
interest-rate swaps. Excluding the interest cxpense related 1o the cancellation of these swaps,

. interest expense would have increased by 26.4% in 2004. n 2002, we recognized P.1,182
million of unrealized loss on marketable securities (P.672 million of it attributable to MCT
stcunities). Excluding this amounr, interest expense inereased by 11.5% in 2003, reflecting a
chargeofP481mﬂhonmswapcuu!nﬂsmdmaddmonalcharg:of?LOﬂmﬂhmmlzmd
toﬂmcameﬂanmofpso—dmnnnmudmuwmcswmsbyadzﬂswupsnmmam‘t
fates.

» In 2004, we recorded 2 net eichange gain of P.26 million. In 2004, the peso depreciated
against the 1S, dollar at year-end by approximately 0.3%, but our loss tn Mexico Wwas more
than offset by 2 gain at our non-Mexican subsidiaries, particularly Embratel. In 2003, the
depreciation of the peso against the U.S. dollar by 9.0% resulted in a net exchange loss of
P32961.11;}1109..cn’.n:::npaa'::dtmmﬂ1:;1«:.1:::::gelc:msofPt-l&51unlht:u:n.u"t)(]’J

. chmcavuagenmemryhzbﬂmacmmdndmmgcmm:myasscm,utrmogmmdam
gain from monetary position. The net gain In monetary posttion increased by 64.0% in 2004
" dueto a higher net monetary posttion and a higher inflation rate compared to 2003. The net
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B ,g:ininmmm'xyﬁosﬁim&eaéa_s‘edhyﬂ.i!’.inﬁbm&emabﬁixtmyposiﬁan
- mdalcv_.’trinﬂaﬁm_xmtécqnpared;o%ﬂ?.@' T s .

. Income Tax and Employee Profit Sharing

o Thestzmnrymeof:hhMadmmpmmincomcmths.i3.0'xi_in2004_34.ﬂ%in2003and
35.0% in 2002, The Mexican income Tax Law was amended in 2004 to decrease the corporate income - .
tax rate to 30% in 2005, 29% in 7006 and 28% thereafier. Our effective rate of corporate income tax asa *
percentage of pre-tax profit was 28.7% in 2004, 28.9% in 2003 and 31.2% in 2000 The effective tax rate -
nzs‘slighﬂylowuinzomth:ninzooidmtothqcﬂ'ecmf}h:wdutdonimhquic'ancmpmnte
MMnm,pmtyofkﬂbyadeacmhwm:humhtﬁmdngconmdthccmﬁhMmdm.
imposed on foreign subsidiaries. The effective tax rate was lower in 2003 than in 2002, e to unrealized -

gams m marketable securities recognized ifi 2003, N

lﬂmothaMmdunco&np&niu,wemmqtﬁmdbthmbaymmunpbytes,maddiﬁmm
ﬂm&ag!udmpcqsaﬁ@mdbmﬁts.pfuﬁtslmﬁagihmaggmgﬂemteqm};oIo%ofmn'lzxable_ ]
income {c without reference to mflation adjustments). The employee profit sharing amount
increased by 3.8% in 2004 and decreased by 17.2% in 2003, The increase in 2004 was due to higher
tncome before income x. 1hedecreasci112003nusdmptincipauytodwincruscinm—dedxub!p

cmmbun'nnswémad:mmxpcnsionplan_j',
. Net Income N ' e

Net inconse increased by 17.9%% in 2004 and by 10.3% in 2003, In 2004, the fncrease was due @
§4.5%iamaseinopuaﬁnghcoméandthes&biﬁtyofthepesoagainstﬂlcU.S. dollar. In 2003, the

increase was principally due 10 a 36.5% deerease in comprehensive financing costand 2 7.4% decrease in .

the provision for income ax and employee profit sharing.
Resalts of Opera_ﬂhns‘ by S;glne_nl . ‘

. Wediscmsbelawrau'r'dbérmgréul:sh}'scm. AU;mﬁémdiScussedbefoWacﬂmied _—

m accordance with Mexican GAAP. Noml(a)nfmrﬁ:nndz]statcmunshmhzdtdﬁ:ﬂﬁsmmn]mpon
destribes how we translate the financial statements of oilr non-Mexican subsidiaries. For the Latin
America segment, we restate the financial statements of foreign subsidiaries for inflationary effects using
restatement factors of the refevant country and then convert foreign cumency amounts into Mextcan :
m.@gfuim&mmmm.ﬂxdchmg:mbﬂwmhmpcmmdﬂn
local currency at the end of the applicable year. Accordingly, changes in local inflation rates and in
'mhzngemmsmﬁgﬁﬁmﬂyaﬁmmpmnd‘mmmmMpdmpsosmdmcmabﬂhyof .
reported results with those of prior years. - T :
Mexico—Local Service

Opemingrévenucsfromloca.l-sm*iécinMadcorrpmscntzdﬂ.S%ofmxrconsoli&aﬁc;lé\mm"-_
in 2004.,Opczmingrevemsdcccascdbyo_A%iuzOOﬂducmlmverfnlm:sresxﬂlingﬁ-omiaﬂaﬁm'-
andinﬂeasedbyomah2m3mtommmmmmpmﬂyof&mbylmﬂml

" Operaung income fwbca]m&cér&presmﬁedﬁli%ofomcbﬁsuﬁdmedcpuaﬁnginc&m:ih

' -2004. Operating incame decreased by 1.2% in 2004 and increased by 0.1% in 2003, Our opesating -
mATpin was 30.4% in 2004 and 30.6% i 2003. ' . ' : .
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Mmco—!.ong Dtmmce Scrm‘e .

Opcnnngm'mu:sﬁ-mnlmgd;smxcesemcemMmcorepmmdﬂ % of our cansolidated
revenues i 2004 0pct=ﬂngmmdecruscdby5?%m2004andby36%m2003dmmlnwcrrul
mmzndcnsmmﬂ
- Opeuangmmcforlongdtsumescwxccrtprcscmedlso%ofuu:consohdawdope:mg".
mceme in 2004. Operating income decreased by 9.3% in 2004 and by 15.1% in 2003. Our operating

Pl

margin was 27.0% in 2004 and 28 1% in 2003, Thedecmasemopcmmgmzrgmmzmmﬂmslnwu

mmpaxﬂyoﬁ'smb} adecmsemlﬂegalbypuss
' Mmco—omcr Sm'i:es
" Operating revenues from other scmccsmMe:um rqnucnmd 15.6% ofw:cmsohdamd

revenues m 2004, Operating revemes mereased by 11.1% in 2004 due maifly to increased revenues from

corporate networks and Internet services. Opcmun.grweauesﬁomodmsmmesdmscdbylo%m .

. 2003ducmlcwaunemcgmemrevcnw v

Owamgmfma&uwmsmMmmmmd’l?Aofwmhdeg

o mmm:m2004 Opu'atmgmcmnemﬂeasedh} 36.1% i 2004. In 2003, operating income for other

services decreased by 3.4%. Our operating margin was 44. l'/um2004and360%m'?003 The mcrease
mopu:nngmugmmzmmﬁmsmueasedwmues&ommnﬁwmhmdmmmwwm

Latin America

OwLannAnwxcascgmunmchdsaﬂopa:uonsoumdcomem Tlnssegmcmlsnewm a

* 2004 as a result of acquisitions. Operating revenues from Latin America represented 11.4% of our |

consolidated operating revenues in 2004, and this percentage will increase in 2005. In the first quaner of
2005, muLmnAmenasegmemmprmmltdﬂ%Sofconsohdamdcpumgmm Revenues from
t}:ussegxnm:mmmpallyﬁomlongmsuncts:mce

Opermgmcomcﬁ'omom[zmAmmmnopermonsmasPMlnulhmmm which

‘rcp:ﬁcmcdos‘hofomconsohdamdopmgmcm Our operating margin was 2.2%. We hope that

mcﬁmww&xcmfmmhmumlwdmmmmemmopmmgmgmmm
LamlAmtncascgm::mmtheﬁmu'e

Liqu.idity and Capital Resnurces

Omprmupalcapmlrcqm:mmrsamfm'capmlapemhm dnndmdpaymmts our share

repurchase program and acqusinons. In addition, i 2003 and 2002 we used cash to acquire debt

securities of MCL We have generally met our capital requirements prinianily from operating cash flows
and limited borrowing, Resousces provided by operating activities were P.60.945 million in 2004,
P.27,630 million in 2003 and P.38,958 million in 2002, Cur resources provided by operating activities
mcreasedchzemdmdecmasedzpphcznunofmuusmuchangesecunuﬁ_accounmpa}'ab!e accrued

* liabilities, taxes payable and pension fund contributions, -

Qur capital expendinures were P.20,375 million in 2004, p.m.m million in 2003 and P.12.227

 million m 2002. The 89.9% increase in 2004 was due both fo higher investment in Mexico and to the
consolidation of Embratel, and we expect that our capital expenditures will be approximarely U.S$2.0
" - billion for 2005. Budgeted capital expenditures for 2005 exchude any other mvestments we may make to

acquire other companies. Fcrwbsm}m mrapmlapmd:mumllckpmdonewnmmcand
mz'kctcondmons



* .. The amount spent on share repurchases was P.13,893 million in 2004, P.12 678 million in 2003 .
and P.6,797 million in 2002, Thcamnnmspemons}mmpmchascsisdmﬂmd&omﬁmemmhy
.l.bcexccu'tivec@nﬁmuﬁngmmmmﬁﬂmmciudhgthe;xiuéfwmrééapdcm_rcapiml S
résources, Theshnthohushawgivmrmtwcdmthoﬁnﬁmmmnoﬂiwsmmakcshu:rqswchases_
most recently on April 28, 2005, There is no obligation to spend any of the authorized zmounts. See Jrem
16E. Purchases of Egquity Securities by the Issuer and Affiliated Purchasers, . . :

. Dividends paid totaled P.5,144 million in 2004 P.8,018 million in 2003 and P.7,887 millin in
2002, The shareholders have approved drvideisds of P.0.38 per share (post-split) to be paid in four -

. instalimenty out of 2004 income, We expect to pay an aggregate of approximately P.8.8 billien in

dividends frem June 2005 through March 2006 (based on the mumber of ourstanding shares at May 23,

Wehada working capital surplus (an excess of current assets over current liabilities) of P.11,604

’ miu:iona:chmbuM.ZOM.-OmmmzmatDcé:mbeﬁl,zow included the shares of MCI that

we sold to Verizon in May 2005. See Itam 4. Information on the Compam—Other Matters—
Investments—ALC], dne. ) B . . i

+ In the table below we set forth certain contracual obligations as of December 31; 2004,

S consisting of debt (including finzncial leases) and purchase obligations, and the period in which the
. . contractual obligations come due. We do not expect to contribute 10 our pension funds in 2005 and the

cxmdﬁmcmmﬁmwm&pmdmmemfmpoprhnnmﬁdmmmm

payable” .
., Payments Due by Period
. {as of December 31, 2004) -
. : — 3 ] 1010 and
Toal 2005 2006-2007 . 20081009 bevond
L {in millions of perow) .
Contractnal obligations: . . ", - -
‘Totaldebt.wencicete, P 90,0410 P, 13,184  P. 45731 'P. 27882 P - 3234
' 9,390 . 53%0 —- — —

P31 P P B P mal T Ion

At December 31, 2004, we had total indebtedness of P.90,041 million compared 1o twofal
indebtedness of P.72,243 miillion at December 31, 2003, The incréase is attributable primanily to the
consolidation of Embratel, which had P.13,727 million of indebtedness at December 31: 2004, of which - _
P 8,373 million was due within one year, The major categories of indebtedness at Telmex are g5 follows:

" = U.S. dollar-denonxinated bank lozns. These include 2 large syndicated loan facility, loans
. with sapport from expont credit agencies and other loans. Our bank facilities bear interest at
 specified spreads over LIBOR. The weighted average interest rate at December 31, 2004 was
approximately 3.6%. We had 11.5.$3,80% million in bunk loans, which was equivalens t¢
. P.A2.905 millien, outstanding at December 31, 2004, which includes P.5,520 million in bank
IoansofEmhtmclandaU.S.Sl4lSmillinnﬁci}:irdemobtaintdinJuly2004. The loan
has two tranches. One tranche bears interest at LIBOR phus 0.45% and marures in 2007, znd

the other tranche bears interest at LIBOR plus 0.525% and marures in 2009, Certain of our
bank lgans contain financial and operating covenants. ‘The most restrictive covenants require
ustomaim:n'nacnnsolidawdmioofEBHDAtoi:mrrstnpcﬁseofnolessthm&OOto1.00

mdaconsoﬁdamdrzﬁoofm:ldehttoEBHDAofmmoreﬂnnS.?Sml.DO(usingu::ms

‘a9



: s:gmﬁmconmm:onourablhwtoobtanﬁmncmg B
: e ‘US! dollzr-dcnoxmna!edsmmmtes At Telmex, we had US52,500 million aggregate
© " prncipal amount of senjor potes owstanding which was equivalent to P28,162 million at

_Dec:mher}l.m_andwcksudaﬁnﬂ:gU.S.SlJSbiﬂinggmgmepindpalmnnpf .
"seniormncsin]annayandfebnmy_zoos;Asansuh,Tclmm_:hasfa;nsuimofscnin_r, ‘

‘notes outstanding: .
Mammity Issaance - Interemt - - (US$millions) .
Banuary 2006 ¢ Jamoary/May 3001 e 1500
Novembes 2008 November 2003 450%. 10007
Janaay 2010 © Jaousry/Febroary 2005 415% 950 |
Jamuary 2015 . - - Janvary/February 2005 550% R 80O

- We _ve\rcpﬁ:chésedhﬂh:upchmmk&ﬁofﬂm8_25%&0&csdttin3mr}'2606.a1dm

outstanding balance as of March 31, 2005 was US.$1,199 millien.

. .'s  Peso-denominated semior notes (cervificados bursdtilas). We hive issued sesiior notés fom
- ﬁmﬂqﬁmcinﬂrMcﬁmng;aﬂm,Pmafth_semus'bearmmégaﬁxcdmtumdwn
bear interest at specified spreads over Mexican Catas (short-term Mexican govermnment
:  obligations). At December 31, 2004, we hzd P.7.450 muillion outstanding manuing from .
" 2005 to 2012, and the weighted average interest rate was 9.9%, On February 10, 2005, P.850 -
. million of our peso-denommnated notes manired, leaving P.5,600 million cutsanding
" . We also have smaller amounts of other categories of indebtedness outstanding at Telme,

E including peso-denominated loans from Mexican banks, financial leases and supplier credits for
. cquipment financing. Wcmlypdmni}yonbmowingsinﬁmMaicanmdimunéﬁonalmpthmrkcts

and from mternational banks, although if market conditions change; we may seek cumrency from expent
credit agencies or other sources. A number of our financing instroments are subject to either acceleration -
nrrc;ulrchascattbcholds‘sopﬁmiflhereisachangcofcouu'ol,asd:ﬁn:dintherespccﬁvc
instruments, T!udeﬁm'tionsoi'chmgeofcantrolva:y,bmnmcofthanisnmmlmgasCarsoGloba]

7 . Telecom or its present controlling shareholders continue o control 3 majonty of our voting stock.

* The major categories of indebtedness 3t Embratel are bank facilities denominated in U.S. doflacs
(P.5,520 million at December 31, 2004), commercial paper denominated in reats {(P.4,244 million at
December 31, 2004) and bonds denominated in U.S. dollars (P.3,098 million at December 31, 2004)...In
November 2004, Embratel issued R$1.0 billion in commercial paper in Brazil equivalént to P.4244
million that bears interest at a rare of 102.3% of the CDI rate {the interest rate applicable 1o inter-bank

© -, certificates in Brazil) and had 2 term of 180 days. In early December 2003, Embratel issued U.S.5275

million of notes, which was equivalent to P.3,098 million at December 31, 2004. The notes mature in.

: 200_8gndbearinu:trstata'ninmcstlm.oﬁl%pcryt_ar. These notes are fully and unconditionally

guaranieed bry Embrate]l Holdings, Smce acquiring contyol of Embratel, we have reduced its debt and
prepaid the debt with the most restrictive terms. In the first half of 2005, Embratel completed 2 R$1.8

.. billion capital increase in which we subscribed 87.5% of the shares sold, and it used part of the proceeds
" to'prepay U.S.$96.3 million of its notes due 2008 2t a tedemption price of U.S.$106.8 million and to
repay its R$1.0 billion in commercial paper. © - . o



Emlnn:lhzsawbstanualamomtofmaﬂa:edconﬂngms Ifannjotpm-mfth:taxdl.spmes o

wuewbedeudedagamszﬁuﬂxnmL&nscolﬁdhwcamalum]:ﬁ'cctonhqm&t} See Note 12toour . a

- consolidated financial statemenss.

AtDecembchl 2004 Ml!ﬁofwtoulconsohda:rdmdcbtodnm“udemmmmdeS._

:dollaxs 9.7% was in Mexican pesos, 48’/-msmBraz:hmreauandl4%wzsmotbumchs Cur

cmrmcy]wdgmgpnmusarcdsawedbe}uw

) AnDcu:mbasl 2004, ws%ofmndcbtobhgamnsbmummsut&oamgm The -
weighted average cost of all borrowed funds, inchuding those of Embratel, at December 31, 2004

. (mclumngmm:ndmmhxsemmofcetmnlmdm forMmcanmcsmdlhe!d.bmexchdmgfngs)

was approximately 6.9%. Thcmchnsmoffccsmthemlculaumofwughtedavmgcmstofaﬂ
mﬂﬁlﬂ%ﬁm3l Zom“mﬂdmuc:scsxthstbyo_’» %. 10 7.2%.

Cutr:ndy, ourhodgmg activities lel into three c:m:goncs as described below Our hedging

- mcuwry&omumemhm:d:pmdmgmow;udgmmtabomﬂmkvdofmkmddmmof

hedgm& )
" Becduse our US, doﬂar-denommzicdmdcbtcdn:ssfarexceedsmn-US danz-&mbmmaud

assetsandm'umcs,&umumemnchchncxunusmmhcdgmgmnsacnonswprmcamsomedegme -
against the short-term nisks of devaluation of the Mexican peso.. Gains and losses on these wrarnisdctions -

. " are recognized n ticome as incurred. Under Mexican GAAP, we account for these trapsactions anan.
... accrual bass, mdarhummoﬁ‘sﬂgamandlossumdmfumgnummluh:hnesﬂmzrhcdged:
At December 31, 2004, our hedges covered labilities of 17.5.$3,220 million owt of our total U.S. dollar-

denominated Hability of U.S.$6,721 m:llwn,bmthemmuﬂofuurhcdgmgposmunvmsubsmﬂy
from time to time, In 2004, we recognized a net charge of P.499,679 in onr results of operations,

. reflecting the effects of exchange rate variations under our hedgimg agreements. See Note 8 10 our -

consolidated financial statements. This resulted from devaluation of the U.S. dollar against the peso and
especially against the real. Our hedges are short- -term, typically averaging sbout 60 days, and will not
protect us against the long-term effects of a devaluation en our U S, dolhr—denonnnamdmdcbmdnss

‘ Wcmaystophcdgmgnrmodﬁynmlwdgmgmccsatanytxmt

A substanmial portion of our peso-denominated md:btedness(ﬁ?,()ﬁ() million a1 December 31,
2004) bears interest at floating rates. We have engaged in extensive hedging tramsactions to reduce our

. - exposure to changes in Mexican interest rates. Specifically, wehaveenmr:dmtomuatﬂ:eswapsm
.. which we pay interest at a fixed rate and receive mterest at a floating rate, on a notional amount in
" Mexican pesos or U8, dollars. The general effect of these swaps is to replice an obligation to pay

floatng-rate mterest an our debt with an obligation to pay fixed-rate interest. Because the peso-
denominated swap market is not highty liquid, we do not ordinarily obtain imerest rate swaps thas
precisely match the tenors or amounts of our floating-rate habilities, The aggregate notional amount of
our swaps may be greatet or less than the principal amonnt of our floating-rate peso-denominated debt,:
and we may discontinue hedging at any timie. - Ar December 31, 2004, the agaregate notional amourt of
domestic imerest rate swaps was P 12,390 million At Decamber 31, 2004, we had entered imto interest
rate swaps for a total of U S.$1,050 mllion for which we paid fixed rates and réceived six-month LIBOR

m:szndsw:psfotatotalofUSSl OSOnnﬂxmfmwlnch“cpud s:x-monﬂil.IBORmt:szndmewed

fixed rates,

Bcczuseasubstzntsalpomonofﬂr mdcbmdngssofEmbmdudmnmmdmfomgn

, currencies, Embraulmmumh:dgmgumsacmmpmmmdfmsmdegmeagamstdushnﬂ

term nsks of devaluation ofthe Bmthan raa] At Dcccmbu' 31, 2004, Embwatel had swaps covering - .
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U.5.5323.9 million of its indebteduess. Embratel recognized  charge of P.767.817, reflecting the effects
" of exchange rate variations under its hedging agreements. ) o L :

Off-Balance Sheet Amngeﬁents

Wedon«hmmyoﬁbﬂmms&q;mﬁn&ﬁsof&:twem“tmmqu&edm(ﬁsdnse )
vader Item 5 E of Form 20-F. A .

U:S. GAAP Reconciliation

Net mcome under U S, GAAP was P.28,215 million in 2004, P22 833 million in 2003 and
P.19,425 mallion in 2002. Compared to Mexican GAAP, net income wmder U.S. GAAP was 1.4% higher
n 2004, 3.3% lower in 2003 and 9.2% lower in_2002. N : : L

There are certain differences between Mexiczn GAAP and U.S. GAAP that affect our net income
and stockholders’ equity. The mest significant in its effect on net income is the difference in how the -
carrying vatue of plant, property and equipment is restated to reflect effects of inflation. Under Mexican
'GAAP,Werstzu:ﬁx:dass_;euofnon-M:ximoﬁginba;edon_thcﬂteofh;ﬂaﬁuninthecqmuyof
ongin and the prevailing exchange rate at the balance sheet date, while imder U.S. GAAP we use the

Mexican inflation rate. ] ‘ ’

. Other differences that affected net income relate to accounting for casts of pension zid semiority
preminm plans, capitatization of iterest on assets under construction, acconting for swaps and other
degivatives, deferred profit-sharing and our stock option plan. The differences in stockholders’ equiry
under Mexican GAAP and U S. GAAP reflect these same matters, For 2 discussion of the principal
differences between Mexican GAAP and U.5. GAAP, see Note 19 to our consolidated finaneia]
statements. . . : '

Use of Estimates in Certain Accounting Policies .

In preparing our financial stavements, we make estimates concerning a variety of matters. Some
of these matters are highly uncertain, and our estimates involve judgments we make based on the
information available to us. In the discussion below, we have idenmified several of these matters for
which our financial presentation would be materially affected if either (a) we used different estimates. that
we could reasonably have used or (b) in the firmre we change our estimates in response to changes that
are reasonably Likely 1o occur. ’

mdistmsimadxhnscswﬁydmscsﬁmatsthnwecmsidamoﬂﬁmqmbaxdmthe
degree of uncertainty and the Likelihood of a material impact if we used a different estimate. There are
many other arcas in wirich we use estimates about uncertsin matters, but the reasonably likely effect of
changed or chifferent estimates is'not material to our financial presentation. :
Estimated Useful Lives of Plant, Property and Equipment )
: We estitnate the useful lives of panicular classes of plant, pmpe.rty 'and'equipmm:-inmdcrm
determine the amount of depreciation expense to be recarded in each period. . Depreciation expense is a
significant element of our costs, amounting in 2004 to P.22,602 million, or 23.8% of our operating costs
: ande:qxnses,tmderMcxicanGAAP.:ndP.EAlOmillim.crzsz%ofmn'cmnﬁngcostsmé
- expenses, under U.S. GAAP. See Notes 4 and 19 to our consolidated finagctal statements.
© The estimates are based on historical experience with similar assets, anticipated technological
changes and other factors, taking into account the practices of other tr_lccouumammons companies. We
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review estimated usefil lives cach year to determine whether they should be changed, aid at times we

have changed them for particular classes of assets,” We may shorten the estimated useful life of an asset
class in response to technological changes, chaugesmth:mmkﬂmo:hﬂdn'elopmm This results in
increased depreciation expense, and in some cases it can result in our recoguizing an impatrment charge

1o reflect 3 writedown in value, For example, in 2003, we reduced the nseful lives of certain assets to . ™
reflect technolopical changes, which resulted m a P.887 mﬂlzunmtascmdepmcmonexpeme The

same kinds of developments can also lead us to lengthen the useful life of an asset class, resulting in:
reduced depreciation expense. }'mcxanmlc,mbmhlmmzow weimgth:nedth:useﬁxlhvesof
cerin categories of fixed assers - . ‘

Emplayec Pensions ond Seniority Premmm N

' Wercoogmzchahhwonomba!ancesheetmdexpcnsesmommoomemmemwmﬂectom
cbligations 1o pay emplayees under defined benefit retirement 2nd seniority premium plans. The amounts
we recognize are determined on an actuanial basis that mvolves many esumates. In 2004, we recogmized
nctpuwdcostmhnngmﬁmeobhgaﬂonsof?ﬂ%mﬂhonmﬂaMmmGAAPandP3620111111:0:1
underUS GAAP.

We use estimates in three spcnﬁc areas that hznc a sxgmﬁmnt eﬁ'rc! on thwe amounts: (a) thc

" rﬁl&scmmm thatweusemcalculztethepraun\mlueofmﬁxmeobhgaum(b)mcmlrateof
increase in salaries that we assume we will observe in future years and (c) the rate of returm we assume - -

our pension fund will achieve on its invesmments. The assumptions we have applied are identified in
Note 7 (Mexican GAAP) and Note 19 (US. GAAP)Wmn'cansuhdamdﬁnamalsmtun:nm These -
estimates are based on our historical experience, on current conditions in the finaneial markets and en our-

judgments about the future development of our salary costs and the financial markets. ' We review the . 7,

esumateseachyea: md:fwechangethmowrepmdexpmseforpmsamcommaymatasem L

' decrease.. . 7 -

Qnﬁahﬂhyfoffunnpehsiommdsaﬁodtymmﬁmnsisakoa&mdbyﬁrsﬁmmoflbc
mmbcrofrmmd:mploycﬁandompcnsmﬁmﬂss:ﬁ'nctrdbyﬂxsummdmofr:mon
tnvestments - Actual results may vary from these estimates. In 2004, an actuarial loss of P.7,704 miflion
was attributable to the increase in the projected benefit obligation due primarily to:” (i} a greater mumber -
of employees retining than had been estimared at the beginning of the year, {ii) modification of the
estimated retirement age based on our experience with retiring persorme] and (iif) updating of the
mortality rates. In addition, the retum on investmenrs of our pension fund amounted to a gain of P.9.394
million m 2004, due o the gains by plan assets on the Mexican Stock Exchange and the tncrease in fixed-
ymldmm‘stﬂtcs As of December 31, 2004, 55.62 ’-ofﬁmdasscmconsmdofpso—dcnommdﬁnd-
incame securities and 44 4% consisted of varable-income secunties of Mexican companies. The find
has expenienced volatle reiums on its |mrcsnnunsmcqmty securities, which resulted i net losses an.
plan assets in priar years. &zmuarulassmmhonsasofbccw:buﬁ,%@mcludcanasmmndmmnl
remmofﬁs%mreaitumsonplanassﬂs ’ .

AIIau‘anct fm' Doub{ful Acconnss

. W:mmmnmaﬂamnmfordmxbtﬁﬂmmmbnsedmomesmut&oflmwemzy
experience betause our customers or other relecommunications camcrsdonmpaythe amauntsmcyowe
us. At December 31, 2004, the amoum of the allowance was P.11,398 million.  For our customers, we
perfarmasmsumlanalysxshawdonmxrpastmcncc current delinquencies ind economic wends.
For cariers, we make individual estimates that may reflect our evaluation of pending disputes over
amounts ewed. Our allowance conld prove menffieient if our statistieat analysis of our custemer
receivables is inadequate, onfomnrmorccmreﬁxsewamm;blctopzym SceNonﬂmour
consohdatedﬁnmculstatemmts ) ‘ ) i

s



Rmurs ﬁ-om Prepmd Teltphone Cards -

Wetecogmzeru'enus ﬁmnthesaleofaurpwpmdtelephcnesemcecardsbasadnnourmmr
of the usage of time covered by the prepaid card. We estimate the period for usage of prepaid telephone
cardsmaccmdm:emthamlablcmnsucsthaueﬂcadmmtaimgeofcardsmddxemtalmmsold
Thewdsdonmhawanexpnaaondahe CoE ) : : ’

: Ihcprepndtclcphmewﬂommnsadmeb:pdm“‘mcks ﬂlemnnberofunmofse(wceﬁ:.e -A
card can provide. cmhum:&::mdsuscd.d::t:lephonecqm;nnunmmrdsdmmmbuofmmuscd
and reduces the number of available units on the chip. Whenﬂzcmnnbaofwmhb!emmmednpu

- reduced to zero, it ceases to function. We track the aggregate mumber of umits sold and the aggregare.

mnnbuofmused,bm“dowmckdnmmhao{mntsusedmawd-bv—wdbuu
Impmrmm! ofLang-Ln’fdAssets ' -

In addition, we review our property, p!hniandequmuﬂfm:mpaum:m“&mvaumor
circumstances indicate that the carrying amount may not be recoverable. To estimate the fair value of

Jong-lived assets, we typically make various assumptions about the future prospects for the business that - -

the asset relates to, consider market factors specific to that business and estimate fisure cash flows o be
generated by that business. Based on these assumptions and estimates, we determine whether we need to-,©

" take an impairment charge to reduce the value of the asset stated on our balance sheet to reflect its

esumated fair value. Assumprions and estimates about future values and remaining usefud lives are
complex and often subjective. They can be affected by a variety of factors, including external factors
such as indusTy and economic trends, and intemal factors such as changes in cur business strategy and

our internal forecasts. Dlﬁ'musumpuommdesnmzmcmﬂdmatﬂmﬂyunpactmrmdﬁmncul';

results. More conservative assumptions of the anticipatéd futude benefits from these businesses could |
result in impatrment charpes, which would decrease net income and result in lower asset values on our
balanee sheet. Conversely, hsmmm&rzmmmﬁmcmﬂdmsd:mmﬂlnmmmm
charges,’ bagherne:ux:onmandlnghcramvahu

" Realization of Net querred Tax Assea

ﬂrrmoglmmofnﬂdtfurcdmusﬂsmtrmpmmydiﬂ'ﬂmcesmomnm-h{mcm
subsidiaries; mainly due to Brazilian tax losses and to the negative basis for calculating social : :
centnbution in Brazil, is supported by the history of taxable income and Embratel’s esttmate of future
profibility. Bulletin D-4 establishes the conditions for recording and maintenance of these defered
assets. Based on Embratel’s financial projections, we believe thar these assers will be realized overa . -
period of ten years, A future change in these projectians of profitability conld result in' the need to record

_avaltxzuonaﬂmmagmstﬁmcmdefmedmlsm remlungmzn:gztweunpactonﬁm:mmﬂls.' -



Item 6. Directors and Officers un:zc‘;ismm_ L

‘ Prm'isfon for Conhngmda

Wemmb;ec:mpmcccdmgs, lawsumandothcrdzunsrdzmdmm.hborandmvdmzm

: Wea.n:mthedwasswsmchk:lmoodofmyadxmmdmmmwrsmth&mmawdlas'
. potential ranges af probable losses. A determnation of the amount of reserves required, if any, for these

conningencies is prade after careful analysis of each mdtvidual matter, based en advice of our legal
counset. We record provisions for contngencies only when we believe that 11 is probable that we will

) - tnax 3 loss in connection with the matter in dispute. In a mumber of significant tax disputes with the

Bra.thantaxauﬂ:mu:s.wehavemdednopmmmbmmsewedoumbehmalossmpmbabl:

. The total balance of probable losses is recorded as a current Liability, because it is not possible to estmate
* the tme required to reach a settlement. The required reserves for these and other contingencies may

changem:hcﬁxmthetomwdewlupmmtmachmzmrmchmgumammchmxhasachmgem

’ sen‘lunentscmegymdenhngmrhﬂ:ucmm Such changes could have a negative impact on fisture

remhsandcashﬂows

‘ Dlrectors

Managmn:mofmzrbusmcsusvutcdmtthmxdofDmcm Ombylzwspmndc furth:

* Board of Directars to consist of at least five directors and up to an equal mmber of altemare directors. A .

majarity of the directors and a majority of the alternate ditectors must be Mexican nationals and elected
by Mexican shareholders. Dxmnmmekcmdbyann;mtyofdmhniﬂusofﬂwMShmandA

. Shares voting together, provided that any holder ar group of holders of at least 10% of the toral AA o
- Shares and A Shares is ‘entitled to name one of such directars and one of such alternate directors, and two' . .
" directors and two alternate directors are elected by a majority vote of the holders of L Shares. Each -

almmdxmm:yanmdmunngsofmeBondofDmotsandvotemdwabsenceofa
comresponding director. Dzm;mﬁﬂmam&urmmdmmdatuchmnlmﬂnxygmﬂ
meeting of shareholders and each annual ordinary special meeting of holders of L Shares, and each serves
until 3 successor is elected and takes office. Pursuant to our bylaws and Mexican law, at least 25% of our

directars and 25% of our altemate directors must be independent. as defined under the Mexican Securities. .

Market Law (Lay del Marcade da Valores). In arder 1o have a quorum for a meeungof the Board of

\Dn-cctm's amzjmtyofdmseprmmmstbcMmcnnn:nonaJs

Ca:so(i!obal'i‘elccummdSBC!nmmmalhavezgmedmvméfarﬂ!:mm:befofd:rectmsand

alta-mduecmnmdbyCarsoGiobal TelcoumandSBCInmmanonal,reqxcuvcl) considening their
respectrve share ownership. . . i

Ombyhmpmidedmﬂmnmbé_mcftthoardofDim&mgmappoﬁnedformmsofom_
year and may be reelscied. Pursuant to Mexican faw, membersofdeoardofDxmmsmnmummﬂmx
pomuonsaﬂaﬂmummnnofthwmms:fmwmembmmnmappmmedonfmlyzppmmed

members do not assume their positions. Thcnzmandpos:mofﬂmcmunmunbusofmmdcf .

Directors, as of Apnl 28, 2005, d:urdates oibmh:.ndmfmnmmonﬂmrpmupalbusmrssm\mcs
mnmt:'l‘chnexmasfollm
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Carlos Shm Heli

Honnrarychzunianfo:ixf:'

CariosShmDmmt .
Chainnan; chatrman of
thf:xcc:mytcnm.u;m:c,-

.T:umc Chico Pa.rdo

VmeChaizmzn;n@:mber-of

Em:.lm Azca:ragn Jean
Dn:cm;

AnmmoCos:oAnﬁo

Director; alternate mtmberof
the executive committee

- First elected: - -

- First elected:
. Term expires: -
lecxpaloccupanunaad
: -Chanmanofﬂ::bom'dofdm:cmrsof
- Grupo Carso and Grupo Sanborns, S A de

other directorships:

" Fifst elected:

Term expires:

Pnnupal ocquaanong_ B
' Other principal

directorships:
Busiﬁ;ss experience:

First cltcted
Term expurcs:

Principal oocup:tmn:' :

1940 1oL

- 1990

Hmmzrychmmmfm-ltf:ofdxebondof
directors of Grupo Carso, Carso Global

. et —'TelecomanﬂAmémaTd:cmn
business experience:

Hnmnrychmmanfmhfeofﬂ:eboxﬂof
dm:ctorsofAmhuMovddemq:o
meuolnbma:ndmcmberofﬁm

- board of directors of SBC -

Commumications, Ine.

1967 - -
1995

C.V. and member of the board of directors
of Carso Global Tclccom andAmen:a
Telecom .

Pres:dm: of Sanborus chnams

"1950

1990 .
2006

-VmcChamnandChefExenmw :
" . Officer of Telmex

Chairman of the board of disectors of Carsc
Global Telecom, Vice Chairinin of the

" "board of directors of América Telecom and

member of the board of directors of
América Mévil and Honeywell
International )
Chief Execimive Officer of Grupo
Condumex, S.A. and Chairman of -
Corporacién Industrial Uanm(EArdcad:
Gen:ralTntdeMmoo)

1968 .
2000

- 2006

Chmnnnandl‘lwdmof&moTeiﬂm

. SAdeCV:

Other dartctorstg:ps:

First elecwd

Term expires: - .

Member of Consqo Mmczm de Hombres
de Ncgocos .

1935

1990
2006



: LzmaD::zBmsodclzw:d:

- -'.' .--'

_Elmer Franco Macias

Director .
Angel Losada Moreno
S :

* Principal occupation: - -

: Orherdx.recmmhxps .

* - First elected; |
. Term expires: - . .
Principal occupation:

"dmudimcm" rships .

First elected:

" Term expires: - :
- Prizeipral occupation:

* First elected:

Term expires:

" Principal occupation:

Business expertence;

Borm:

_+ First elected:
* Term expires:’
Prncipal occupation:

* -Other directorships:

Chief Executive Officer of Cia. Industrial -
" de Tepeji del Rio, S.A. de C.V.

. Chatrmuan of the board of directors of

~ Agrocultives Todos Santos, SA de C.V.,
‘Bodegas da Santos Tomas, S.A. de CV,

Cia Inmobilizria Cabo San Lucas, S.A. de
CcV. zndCﬂupoHut:lerans:s SA.de
CcVv. .

1951; S
2005

2006

ClncfExcmmvf:OﬁiccrofArcadem
SA dsCV.

Mﬂnbcruf&mbomdofdn’:cmﬁuf&upo-
-FmanmcmlnbmaandRojmlCmbbean

Cmms

1941 -
1990
2006

* . Chief Fxecutive Officer of Documentacién

y Estudios de Mujeres, A C.

1940

2006

bozrdofdﬂtctmsofGnq)oInﬁzSA_d:
CcVv. ‘

Mﬂ:nbu'ofd:c bo:rd of directors ofﬂzm:o
Nacianal de México, S.A., Grupo
Financiero Inbursa and Grupo Condumex
WVanous postiions at Grupo Infra since
1958 : '

Ch:ef Executive Ofﬁ:er of Gnipo Glgantc,

SA deCV.

Vme(llwrmanofthtboardofd:reaorsof“'-

Grupo Gigante and mesmber of the board of

directors of Grupo Fmanm:m Banamex— -

Accwa!

Chwaibﬁuuic'Oﬂ'i&rzu&mcnibuofﬁ:- . a



Rémulo O Farill Jf.- -

Juan Antonic Pczez Stmdn
Vice Cha:nnan, member of
the executive committee -

Fesindo Seaderos Mestre

MmAnmoShmDmmx
Director; ahemare member of
the executive committee

-First elected:

Term expires:

Principal occupation and

other dm:ctonhlps

.Fustckcmd

Temn cxpnu'
Principal occnp:uon

Other dutctorshxps

First elected:
Term exp:ms:

- Grupo Financiero Inbursa
Member of the board of directors of Grupo |

other duectorsh:ps
Busmess experience:

First elected:
Term expires:
P:mpal accupation:

Busmcss cxpcr_:mce:

58

Chammnand(hefExenmw Officer of
Novedades de Acapuleo, S.A. de C.V. -
Chainman of the board of directors of -

' Grupo Automotriz O'Famill y Balderrama,

S.A. de C.V.. Novedades de Acapuleo, - -

SA. de C.V. Novedades de Quintana Roo,
" SA dsCV. andmsmnndomormu

Puebla .

foar

. 1990 .
2006 . .
Chainman of the board of directors and

member of the execunive committee of

Sanborms Hermanos, S.A. and member of - * ;.
. dmboardofdlmctofsofAméncaTdecom S

195-0 '
2006 L .
Chairman of the board of directors and -

CJnefExecmweOﬁ’xcaochsc_ SAd: . ‘

C.V. -

- Member of the board of directors of .-

Industrial Pefioles, S.A -de C.V.. Kimberly-
Clark de México, SA. de TV, Alfa, SA
deCV, Gmpc'l‘clcwsa:ndbana

" Cerporation ..

1968

2002 _

2006 L

Charrman and Chief Executive Officer of

Carso, Bolsa Mexicana da Valores 5.4. de
C.V. and Sears Roebuck, S.A. de C.V. and

' , alternate member of the board of Carso

Global Telecom and América Telecam

1951

2005

2006

Group medcm of SBC Communications,
inc., International Operations

‘ Vanmxspoanonsmth:wdﬁsmdnsuy
. atSBCGmup :



- ———

'Rnﬂumdp Resmick " Bem.

VI.j)J.recmr R ?Fustelccu:d

- Direetor . T " " Frst elected:
e T . . Termn expires: ’

Principal ocmp:nch: -

Director S First elected:
. U -Term expires:

" Principal occquuoa:‘

Other dutcmrshxps

-~ Dmecor . G- Fustel:aad :

Term expires: |

;Pn.nmpal ocmpanon:

K "Otherchrecmrshnps

Patrick Stimn Domit

1967,

. L2004 .
" 2006.

'Pn:sldent of SBC lnnmuncnal
M:n;gunmt Services, Inc. .

1959 -

2004

2006 *

Chief Fmaucaal Ofﬁw of SBC

_ImrmmomlM:mgunquSﬂwccs,lnc

1946

2000

2006
Ch:cfExcamveOﬁccromepoKahc&
SA deCV.
Mrmhcroftheboardofdnrmofﬁmpo
Carso, Sears Roebuck, S A de CV. and "
GmpoSanboms S.A.deCV o

1960 .

* 2000

2006

_ Chief Executive Oﬁicer of Ofgamzacmn

Soriana, S.A de C V.

. Member of the board of di;mors of Banco
. HSBC, S A, Grupo Fmanciero Banamex—
- Accival, Banco Banorte, S A and ING de
- México and member of Consejo Mexicano
.. 'de Hombres de Negocios
. - The alternate directors, as of Apnil 28, 2005, are as follows; .

- First Elrceed Divector
or Alternate Director
1999

Arturo Elizs Ayub ...

. Tost e _ol\m z

. Jorge C. Esteve Recolons

Eduarde Tnicwo Haro........ O :

Angeles Espinosa Yeglesias. e

- Agustin Franco Macias....,
© . Jame Alvesde Goya '......

" Antonio del Valle Ruiz ..........o.ooooeooeee..

- José Kun Harfush

Femando Solana Morales........................

Eduardo Valdés Acra.....
Carlos Bermal Verea ..
Federico Laffan Fano.




. ]-‘u-st Ekcted Direcmrl .
. “or Alternate Director - '
S 1990

Frannsco Mu!mz Chawz

Th:ScmmyoftthoardufD:rms:sScrng Mcdmachgn. .

Ofowd:recmandalmmduecwts EhnchﬂncoManasmdAgusunFﬂmoMaﬁasm

- brethus AnmoCosmPandomihcsonofAnmmoCosmAnﬁo Carlos Skm Domit, Marco Antonio

ShmDoumandPamckSlnanmmmofCaﬂosSlnnHem,AmmEhzsAyublsme son-m-law of

- CuhsShchh;mdAmmepmosaRng:mﬂandMgdaEspmosaYglcﬂasuesm

Exrcnrh e Comm.mu

. Ourbvlawsproudethaxd:cmvecmmmygmu:ﬂymmepowmcf&w Board
ofDu'tctots ‘The Board of Directors is also required to consult the executive committee before deciding
oucmammatmwfmhmdmbylaws,andzheexmmwcmmmnccmnstprwudcnsuewsmthm 10

,' ﬂl:udzr -days followmg a requcst from the Bom’d of Duu:tors

DA Thcmmvecomm:uebcwdﬁmnmmgdwdummdﬂmdmsbyamjm
vote of the AA Shares, AShmmdASha:eADSsvomgmgeth:r Under the agreement entered into in
Docember 2000 between Carso(‘rlobalTelecommdSBCImmomLthtmuve cammnittee consists
of four members. The majority of its members must be of Mexican nationality and elected by Mexican
sharehelders. Carso Global Telecom and SBC Intemnational have agreed to vote for three members -
namcdbyCarsoGlobachlwamandanrmunbcrnam:dbySBCImﬂnanma}. The current members of
the executive committee are Jaime Chico Pardo, Juan Amtonio Pérez Simén and Carlos Slim Domit, all
named by Carso Global Telecom and vanious ather Mexican investers, and Richard P Resnick, named by .
SBC Imemnational. The curent alternate members of the exscutive commities are Antonio Cosio Arifto,

. Jos€ Humberto Guriémez-Olvera Zubizarreta and Marco Antonio Slim Domit, all named by Carso Global a

TclecomandxwwusoﬂmMnmmm and Robert L. Hmchs,nanmdlrySBClmananonaL

\Iexk-an Code of Best Corporate Pracﬁtes

In January 2001, a Mmcan commission of business leadars, with the support of the Mmcan '

. m; and Securities Commission {Comisidn Nacional Bancaria v de Valores, or the CNBV), issued 2

Code of Best Corporate Practices {Codigo de Mgjores Précticas Corporativas) for pubhicly traded
Mexican companies, recommending certain actions with respect to various areas of corporate governance. .
Poﬂmvmgth:scmommdmms,m&bmrymm the Board of Directors created an audit committee

' and an evaluation and compensation commitire. The Mexican Securities Market Law was amended
- effective June 2001 to require that all pubhicly traded Mexican companies have an audit comminze, In .

March 2003, the CNBV codified certain provisicns of the Code of Best Corporate Practices, requiring
among other things, increased respansibitinies for audit committees. While compliance with the Code of

. Best Corporate Practices 1s vohintury, the CNBV requires companies listed on the Mexican Stock

- Exchange 1o file a report, on a yearly basis, regarding their compliance with the Cods of Best Corporate .

_ Pracrices. Our report an compliance with the Code of Best Corporate Practices is on file with the CNBV -
and the Mexican Stock Exchange. The Mexican Congress is considering significant changes to the

Mexican Secunities Market Law with a focus on increasing nszdhcreacemmwmmonalmdards

‘ _uxhxdmgmcmeasedpmtecunnsfornnmmyshzrdmldus




! Audit Commlttee

i

) ’I'h:zudﬂcmmnmrcconsrstsqummmdcl V:.ieruiz(th: mdxtconm‘uﬁccsdmumzn) Rafael

-Kalach Mizrahi and José Kuri Harfush Mz, Kalach Mizrahi i¢ 3 diréctor and Messrs. def Valle Ruiz and

Kauri Harfuch are alternate directors. Each member of the audit committee is independent, as -

" mdependence is defmed under the Mexican Secunities Market Law, and:lsomectsthrlmiepmdence

requirements of Role 10A-3 under the U.S. Secunities Exchange Act of 1934, 2s amended, or Rule 10A-3

.~ See ltem 164. Audit Committes Financial Expert. The audit committee operates pnmanlym:ramnm B
_mandaaead.umedbymrBoardofDxmchars Awpyofth:a:dncommecmmdateummhb}.eanm ’
: webstteatwwwte]nmm : : .

Mmmdzmoﬁhemm:omnnmemtounhhshzndmmmmcdmsmdmokmm

jm:tthﬁnmdmﬁnmmut&smhmuuxﬁiwnmn:mdmhﬂ:mdmmymﬂmm

fmancial position. In particular, the audit commince is required to perform the following functions: (a)
appoint and averses our external auditors and review the scope and terms of their engagement; (b) assist
the Board of Directors m supervising the performance of auditing services contracts; evatuating the e .

serwcesmdassunngdlemdepcﬂdememdobjecumyofmmaim inchuding ensuring that
. the wotal compensation paid to an anditing firm does not exceed 20% of its total income; (¢) reconmnend - ©

guidelines for the preparation and distribugion of our financial information and general guidelines for our
internal contro} system (which consists of operational and financiaf controls that ensure that Telmex

“operates within the Board of Directors™ general guidelines); (d) discuss with the Board of Directors our

mternal control system relating to sk management and compliance with appllcab!: laws, particularty
conceming (i) disclosure of relevant information to the market, (i) acquisttion acoounting, (i)

" annc:paned reveme recognition, (iv) restructuring charges, (v) management of feserve accounts and (\1) .

accounting for derivatives and arbitrage activity; (¢} énsure the existence of control mechanisms to -
provide that consistent unaudited financial infarmation is presented to the Board of Directors; (f) review
with our auditors the anial financial statements contained m our anmual réport and the quality of the

. accounting principles appled therem and review intenm financial information to ensure that 1t is prepared

using the same principles; () review the audit commitree rules and, if zppropriate, propose to the Board

7 'ofDumotsunm'uwmmtsdeﬂgmdmachmtdu:udnmmmmctsmmdam (h)rq)onmﬂ!:Bo:rdof

Directors on its activities; (i) conduct an annual self-evaluation of the committee’s activities aimed at
achieving the commitire’s objectives; (j) supervise, review and discizss the audit procedures of our

, -.mﬁcmalandxtdcpamnmr(k)pcrfommyothaﬁmons:hzrcmspondmmrcspmnhhnesmdthat ' . |
* . the andit commuttee or Board of Directors considers proper to achieve the andit comumnittes’s mandate, as - : ’

well as any other fimetions expressly confemred by the Board of Directors; (1) approve non-audit senvices

provided by our extenal auditors and ensure that the provision of these services does not impatr the . N
independence of the external auditors; {(m) resolve any disagreements between the extemal anditors and : |
thtchxefammwofﬁwandsemmcmtmxeoﬂicers.(n)mtfrommzcm:nalanhtmampm . R |
that includes an analysis of: (i) all critical accounting policies utilized by the company; (i) alt policies i |
mdaccmmnngpnnaplﬁd'la.tdxﬂ'ﬂ'ﬁoml:hosemhzedbydmconq:anymdthathavebemd&m:ssed : . '

' :"_md:thcchmfexccuuvc officer and senior execunive officers, inchuding the implications of using such : ) |
* - policies and practices; and (i1i) any other written comnmnications regarding significant matters between : |
. the external auditors and the chief executive officer and senior executive officers, incloding the annual .

letter to the chief executive officer and senior executive officers, m 'which the external anditars
summarize their recommendations regarding our. intermal controls and the non-adusted differences in
inventory identified duning the audit process; (o) establish procedures for the receipt, retention and . . |

" treatment of complaints regarding accourting, mnternal control or anditing marnters, including procedures

for the confidential and anonymons submission by our employees or those of our subsidiaries; (p) in its

 sole discretion, select, éngage and approve the compénisation of counsel, experts and other advisers to

pmvidcsm'imsthalthcaudhcomnﬁneedcunshwessawwcairyomitsduﬁnfonﬂﬁchthcmmpmﬁ
must provide appropnate funding; (q) reserve time during its meetings, i its discretion, to discuss and

 deliberate withous the chief executive officer and senior executive officers; (r) establish a schedule 1o

- 61 ' ‘ 7 . :



.mimmﬂym&mmmmwamﬂmﬁmm&mof&wchd . .;'-': B i

executive officer and/or the senior executive officers; and (s} review andanalyzevmhﬁmmznzgmt

: mdmnﬂm&mthcmnlmpmﬁﬁmcommymdhwnmlyﬁnmaﬂmﬂmmbcmmd -

to the SEC, and in particular, those parts of the annual repert in which the financial infarmation and

" critical accounting policies of the company are discussed. In addition, pursuant to our bylaws and

Mexican law, ()th:audﬂoommttccurcqmtd:osuhm:mmmlmpmmﬂm&zﬂofmm

: G:)d:caﬂncmmmstpuwxdemopmnnm&ngmymsmmﬂurdzmdpxtythﬂm
-outsidel.lrordmzrycmcofowbusmcs whichnmstbcapprovedb) theBoardofD:.rms

'l'hcmdﬂcumnutteeha.sreucwrdthismml R:port,aswcllasowcmsohdatedﬁ.nmzl

O 'sﬁmms:ndmmmcmomchldcdetscwhu-cmthsmmpm andrecommmdedﬂmsuch
T ﬁnmmals!ztunmtsbemh:dedhaun :

Iba.{udu Commaﬂepon o N
AﬂmshumofdxmthtcmmnmmsmmulreponmhdetodnBcaxdofDmmm o

' March9 2005 s pnmdad bdow

‘ .Audjt Commimee Repart

,. Toth:deofDutcmof S
chl:fonnsdeMmm SA deCV

TheCompmysmanaganemhxsth:bmcrespomblh:yofmnngﬁnmcul B
’ 'stzmmtsbasedcugmu:ﬂyzccepmdaccmmﬁngpzmplcsmMcnm prepaning
- finaneal information in a timely monner, and. mplementing internal control
. systems. TheAud:tComunaembehalfuftheBoaxﬂofDnecmofthq.
" Company, has reviewed the consolidated audited financial statements of Teléfonos s |
de Mexico, S.A. de C.V. and its subsidiaries as of December 31, 2004. This review T . .
inclnded amalysis and approval of policies, procedures and accounting practices of =~ . ' I
the Company and its subsidiaries. 'I‘hczoommhngpohaesfbrﬂmprqmmmofdm‘ T
Compmysﬁnzruimfmmmon_pmposcdmdrmmmdedbylhstomneem‘ - i
. th:Boa:dof]hreclo:s ha.r.theappmvaiofﬁcho:rdofDunctors ‘ C -
‘Th:Connmmccetmztcddlepnfunnanccoflhemunajzudms whoan:
responsible for expressing an opinion about the ‘reasonmableness of the financial
‘staterments of the Company and the conformity of such financial statememts to
generally accepted accounting principles in Mexico. The Commitee has conchided
thm&epumsofﬂxmﬂm&tﬁ:mmﬂthcpmfemonﬂstmdmﬂsandha\t
:hcpuformance mvel]ecmalmdccomxmcmdepcmicmereqmadmpufmmthu.
duty.

"mmmmmtmpd:hcﬁmualmfmmnon.ﬂmhasﬂm
- 'quamdyﬁnmﬂalmfmmauonpnsmt«!wlhtMmmswckExchmge(Bnka o
" Mexicana de Valores, S.A.) and the National Banking and Securities Comumission
(Comisién Nacional Bancaria v de Valores), is prepired in accordance with the |
same principles, procedures, mm:xndzocomnngpnmocsusedmlhc
mcparmonofthemmlmfmmum ‘ .
. Buodoumemmons:ndopmonsm:mmﬁlabow thsConnmtt:cm:oummds
- 1o the Board of Directars, that the andited consolidstied financial statements of -
Teléfonos de México, S A de C.V. mdlehud:maaofDmmbaSl,M,be :




'mchﬂedmmczmmuimmnmecmymhmsmme
Sha.rdloldetsMechngfnrappmv:l ‘

_A.ddmmally rhrCom;nnyhasannma.lAmﬁungAm ’l‘l:cumnalcoml -

. system has been reviewed and evaluated by the Audit Committee and in the
Conmuncescpxmommeetsthereqsmedlcwlofeﬁ'mvmsssothzstheCompmy

" operates i a geoeral control epvironment. 'lheE:cMna]Aud:msrud.ted.3:'
evaluated and validated the effectiveness of the intemal comtol system in . -
‘comwcuonwnhthurzudnofth:ﬁmnualsmnenmmdmrdzmponwnh'
sugpestions about such conmols. The - imemal control system complies with the
'gmualgmdehncs:pprwedbyﬂ;eBozrdchmcmbyrrmnmmdamofthﬁ ]
Ccnnmnee N

Finally, ttho:mmmmpmtsdmnvcnﬁcdﬂmﬂmtmoomlsmth:Compmy_.

that allow a determimanon about whether the Company complies with applicable
kga!mdadnnmsmvedxspoumnszndmwcwcddumu\trmmgndmg‘ .
 lingation and proceedings that in each case could represent a risk,: As aresult the . - - °
Comnum:ed:dmtdemclanysxgmﬁcantnsklhztcw!drml!tﬁmnthccmrmtl:gal .
smxamnofrh:Compmy - : . -

. Amonio del Valle Ruiz .
' President . " -

- ‘iMcxlcoCny
P Mamh9,2005

Eva!nahon and Compensatmn Comm:ttee .

Th:cwhnnonmdoonmmswonmmnnm:cwnsmoﬁmnﬁmomopcfesz(ﬂm -
nﬂmumaMmmpmsanmcmmeschmmn)AmomnCosmAnﬂomdAmpamEspmm L
- Rngareia. The mandate of the evaluation and compensation commitiee is to assist the Board of Directors
in evaluating and compensating our senior executives. In particular, it is required to () recomiend to the
Boa:dofD::emmsprocedmesfm:hrwbmumdmmofwch:efcxMroﬁiccmdmx o
principal executives; (b) propose criteria for evaluating executive performance; (¢} analyzetthtopnsals
ofthcchxd‘exeamveofﬁcercnmemngﬂrmmmdmmofcompmsanonfm'mnmor
. execunives, and to raise them with the Board of Directors; (d) review new executive compensation
programs and the operations of existing programs:; (¢} establish contracting practices to avoid excessive
. payments to executives; (f) assist the Board of Ditectors in developing appropriate personmel policies; (g)
- participate with the Board of Directars in developing a plan for employees to invest in our SériesL . . ..
 Shares, and 10 review the implementation of sach plan; (hY report to the Board of Directors o its

- | activities; and()pufmmmyothuﬁmanslh:Boafdoszrecmmaydelegamtoth:cnhnnmand

compensation copmmittee. Each member of the evaluation andmmpmnnoncommm:smdcpmdam
uxicpmdcmc:sd:ﬁmdmdutheMmmSmmuaMzuhtLaw T .

ﬁeEwhmﬁonandCommmﬂonCammmuReporr : R DEEITTR PR

A translation of the n’zlnaumandoonxpensauoncomnnmrcsmnlrepansubmmedmﬂxe
Boa:dofD::recmrsanehuary9 200>tspto\16edbe!ow




L Fma.nce and Planning Cnmmime -

: E\ aluatinn nnd Cnmpe.nsation Commmee Report

TotheBmdoszrectorsof
Tclefunns de Meéxico, SA. de CV.

Bascdonthcd:sposumnsofth:BstCmchnchc&Cod&theEnhnummd
Compensation Committee of Teléfonos de México, S.A_ de C.V., presents a repant
totheBoardofDuacmrsmgzﬂhngﬂnmlewmamwnsmmdombyms'
Comamittee that, if the Board approves, is to be mchuded in the anmmal repert chat is
submitted for the consideration at the Shareholders” Meeting where the results and
mnesofﬂwCompmatDectmberSl 2004wxllbemadeknovm R .

. The Committes, mthee:umscofthcmmdatedﬁmcﬂmsanddtmngth:smual' .
. sesstons it has held, cmmiomtherelwamacumﬁﬂxatmmmnnntdbeluw

a) Th:hmngcothnonsofmmveswutmuwedmdnwasdmmdmm

" they comply with the guidelines established by the Bourd of Directors and the -
Conmmrnc\mﬁeddmspeaalpaymmtsbctwcmdmConqnnymdm
mth:n‘entofﬁmrdepmmfmmdw()mnpmydomtmst - :

b) Th:mumxcmdpohususedmdaummcompmsanmpachgufot
: m\tsaﬂbomdmunbasofm:Cmywmmqmﬂ

qunAnmoPerrzSnnnn

Meociy
February 3,2005 . . !

'I'he finznce and plmmng committee consists ochmmdo Solana Monla (thc finance and

”pla:mmgmm:m:c s chatrman), Angeles Espinosa Yplesias, Jaime Alverde Goya and Ricardo Martin

Bringas. The mandate of the finance and planning committee is to assist the Board of Directors in
cvaluating our invesment, financial and planning policies. In particular, it 15 required to (a) review
mvsmtpohucswuposcdbysunornmagumm. (b) evaluate the financing policies proposed by
mmngq:uemmdsubnmthemfor:pprm’alhyﬂzBoatdofDnms {c) participate in
presentations to the Board of Directors regarding the conformity of principal proposed investments and
financing transactions to otr guidelines, (d) weigh in on strategic plannng and assist the Board of
Duecmmmmommtmgﬁnmmdmmuommdﬁwcmnmuofmmnrmdﬁmmmgpohm

" with strategic objectives; (e) review annual budget assumptions and submit them for approval by the =~ .

. Board of Directors; (f) monttor our budget and sritegic plan; (g) identify risk factors and review policies
for managing those nisks; and (k) perform any other functions the Board of Directors may delegate to'the

* - finance and planming comymittee. Eachmembaofth:ﬁnancemﬁplamgconmumckpmdmx as
mdependeucelsdcﬁnndtmdu'th:MmcanSmmuesMark:tlz“ S .

The Fi mance and Plannmg Cammmm Report

Amknmofthcﬁmmdphmmgmmmmcsmmlmponstﬂnmmdmdrmzdof
Dlrecmrsonl-'ebmarv9 20051sprm1dcdbeluw




ftnnmmdPhnnmgCommhmReport .‘  ': .
To'thrBoardoff)i‘mcmtsof o N
Teléfonos de México, SA. de C V.

. N MrChzumBmdmnbers

: The relevant issues that have been éiﬁxssedinﬁscssién&bfthél’éxm and
thing.Cqmnﬁm;ofﬂ:eBozdofDiremmm:follm'ing: : :

* We reviewed the results of the investment prograis and liskilites of the.
. Company at yearend 2004; The: imvestments and financing complied wrth the
" policies established by the Board and achicved the projected viability, | -

. 'Wcanal}'m&zndﬂmlumdthc'pn;jumdh\mmdiﬁibiﬁdesphmfét.
+ 2005 and both were within framevvark of the policies established by the Board;
- which policies 2re also in line with the established -strategic vision pf the -
- . * Therclore, the Committce considered that the principal ivestmemts znd
: ﬁnmdngwaMSﬁlatmngmhasplzmtdaﬁviabkmdadeqm.. .
‘. Wcalsomucwcdthe ﬁgurcsoftht financial slztunems alDecunbcr312004
and compared -them with. the figures of 2003 and the 2004 budger. -
e Ad&nmﬂymmﬂyuddmmmmmﬁnmﬂpmjmnﬂudedmdx
: " Company's budget for 2005, The Committre considered that these projections
are in line with the Company’s strategic plan. oo
» Tn addition, we @ried‘ommn‘élﬁadmapdvaiﬁchma&.;q&gicw L
ofdmCompanyi_scann'stcmwithi_tssu'au:gicplm._ . . ax
We consider that this information should be incloded in the anaual report that the
Board of Directors presents to the Shareholders” Meeting whers the 2004 results’ *
will be made known in order to comply with the Best Corporzte Practices Code.
o Femando Solana Morales

- - . - . <
Mexico City : .
February 9, 2005 -

T e f
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Senior \Ianagement

r

As oprnl 28, 2005, thenames, mpons:b:hnﬂ andpnorbwsmcss expenence ofour semor -

officers are as follm.vs

Jmmc Chico Pardo
" Chief Executive Officer

" Isidoro Ambe Aftar

Commercial-Corporate Market

Adolfo Cerezo Pérez .
Chief Financia! Officer

Jaw::ElglmSohs .
Dcanof!nnclmcx

Arturo Elias Ayub

. Strategic Alliances, Comnmumications

Eduzrde Gémez Chibli .
Technical and Long Distance

Tavier Mondragén Alarcén
Regulation and Legal

Appointed:”

Busmcss expmmcc:

Appointed:

 Business experience:

;Appoimed:

Business expenence;

Business expernience:

'Appoinned: 1995 )
Business expenience: . Director and mﬂn.bcrof
. executive commuttee of.
Telmex since 1990
Appointed: 1997 - .
Business expenence:  Vanous positions a1 Telmex in .
- ’ marketing and procurement
. " Appointed: 1991
Business experience;  Various positions m finance, -
: . mch)dmg treasurer of'l'dmcx
. Appointed: 1995 i
Business experience: Headofhmnanrcsmntesz: T
' Tl:l:n:x - . B
Appoinm.:d: .. 1988 ¢ . o
Business experience:  Various positions at Telmex in -
. o _‘regulznanand!nmmetm .
Appointed: 1995 -
Business experience: | Various positions in tndnucal

and long d:stancc areas gt
Telmex -

1999 . ’
General counse] at Gmpo
Televisa and executive vice”
wts:dcnt at Grupo
'I‘clcm:cmo

1995

Various lzga.l ;x:smons at’
Bancomer S.A. fnow BBVA -
Bancomer) and legal du'ector

ofEmpresa_ansco R

2000

1.

2000

Various positions ai Tebmex i
" legal and human resources i

Vice presndcnt ‘_:f Grupo, Catso




SuppqnupOpcmibns.

Andiés R_ Vizquez del Mercado Benshiinol -
v Invesiments and Strategic Development -

OscarVan Hauske Salis

: Systems md Tchcoumnnnmons Opcmon

" José membias Bravo o
South Division Coardinator

Dario Fernindez Lizardi .

Gulf Divasios -

L quscoJaucrOn:gnCasmrd:

Wm Dmsmn

Geratdo Leal Garza

. South Metro Divisian

Francisco Niembro Gonzilez ;

" Hiram Ontiveros Medrano

Northrwest Division |

Raymundo Paulin Velasco o
T Nmﬂz’l\lou’ﬁlustDnmonCoordmamr R

Apﬁoinmt_l: .
?minesa expenience:

: Appombed

Business experience:

Appoainted:

" Business experience;

Appainted:

Business experience:

Appointed;

Business experience:

" Appointed:
Business experience:

1995 -

rce; Hudofﬁnmzt&m'dxm' )

Inbursa and_Fm_;e-I_nbursa .
1999 :

‘HﬂdofmuienngaxRadm L
MovxlD:psa,SA_d:CV ar .

Telee)
1996 -

-Headufﬁmnocar(}nq:o

Cmchmex

1999 :
: Vmsspcsmnnsa:'l'clmmm‘
" customer service areas and

genu:l:g;qagcrochdUno

L2001 .
: V:lrwusposmonsaﬂTdmcxm

govemment sales areas - -

Various positions at Telmex in

' planning and development, - -

1995 .

- General manager of Telcel

2003

'Gmnlegu'ochlmr

and various positions at |

Telmex, inchuding positions in |

Jong distance network

dcvclopmcm

2002

Various posmons at Tclmcx,
includimg positions in o
commercial and engincering -
areas

1997
Vanious posmtms a Telmmg



: JorchmsSuzst:ngsqmvel o -Appo:inr':tt,:. 5.199? -

Cente:Dmsmn L L " Business experience: \'anmlsposmonsatTelmex, L
Miguel Ange] Vera Garcia - Appaointed: C 1997 )
o el D - * 7. operations areas at Telmex
) LmsAntmdelmmcvaGumez L Appoxnned o 2003 -
: Telmr - . Business experience;  Various positions at Telmex in
s S o . C . engineering standards area
Gerardo Zozaya . fo 5 7 Appointed: - 2001. ' T
. North Division . . * Business experience:* Various positions 2t Telmex in .
: ‘ . T ' mass markenng and network

HectorSthmdclsmcncphmofCadosShchiu

‘ Statutor) Auditors

Undcrourbyizws thcholdﬂ'sofamajom) ofﬂrmnsundmgAAShmsamiAShmnmg

i wécﬂ:umayel:mmmmomstanmym&m:s(comuma:}mdmtspmdmgm

samtory .
- auditors. The primary role of the statutory auditars is to report to the holders of AA Shares and A Shares -

. at the 2nma) ordinary general meeting regarding the acciwracy of the financial information presented to

- $uch holders by the Board of Directors. The statutory auditars are also authorized to, among other things, -

{a) call ardinary or extraordinary general shareholders’ meetngs, (b) place ttems on the agenda for
meetings of shareholders or the Board of Directors, (c) attend meetings of shareholders or the Board of
Directors and (d) geoeratly monitor our affairs. The statutory auditors also receive monthly reports from
the Board of Dircctors regarding material aspects of our affairs, umhldmgcmrﬁnzncu.lcondmon The
cum:mmmtory aud:torandaltauatc sranttory wduotare ’ .

S - " Posden ' First Elected

Alberto Tibureio Celorio - Statutory Auditor - C o193

: Fam&o Espmou Lopez j Aliernate Smmory Anditor + 2001

. Compmsatmn of Dh'ecmrs and Oﬂirers

’ Fordm)mmdtheombchl 2004, liltagg;cgatccompcnsanmofallofmxdxrmm
alternace directors and executive officers paid for sevvices m all capacities was approximately P.87.3
million. Each director or altemate director recetved an average fee of P.47.2 thousand (nominal) foreach -
meetng of the Beard of Directors anended in 2004, Members of commutrees of the Board of Directors -

'rmu»qd:natmgefccofl?147ﬂmunnd(nmnmal)forczchcmmnmemrﬂmgmmdedm2004

InZODS.wc:tu'mim;cdm'rmckopxinnphnformmcuﬁw officers, 1nJa§uzry2003.we
‘granted options to purchase an aggregaie of 11.7 mlhon L Shates at P.11.17 per L Share, which were

cxuusableovcramodofnm’lyﬁmrymsﬁ‘omﬂx:&it:ofgrmt We subsequently reduced this |

peniod o two years. In Janvary 2004, we granted options to purchase an aggregate of 9.0 million L’
Sharesa:P1345perLShare whxchwuecxemsahleforapemdofnmlyfmrywsﬁ-nmﬂmdat:of

687 -



: gnnl_ chmqtmﬂymdzxedrhxspmodmmyuf [naccmdanccwnhMcmeMP wedonot -
. mcogmzmymmpcmanmexpmscasamsuhofg(mngswckopuommomcmufﬁm

Slnn-mnershapofCarlos ShmHehJandwmnmunbusufhxsmdmefmnlyusctfuth

- dtem 7. Major Shareholders and Related Party Transactions——Major Shareholdars. Except as discussed

thetein, non of our other directors; ahurmmdnemmmmoﬂicmmmebmﬁaaiomofmmq
ﬁmmcpucunofmydassofomupmlsmck :

Empln\ees )
Wcmmofth:largcstnm—govuumcmalemloymmh{mm Thefollm'mgta.b!esctsfoni_a

- 'ﬂ:enmbcrofemployccsmdahtukdownofcmploymbymmnmtzgmyofacnwtymdgmgmphm
_locamnasofﬂmendofeachymmﬂmthree—yurpmodmdedDuzmbﬂM 2004

December 31,

. - . 2004 2003 | 2002
_ End-of.period nnmber of employres ... . 76,683 62103 . 63,775
. Employmbycnttgmyofacuuty o SLE e S o
Locat—Mexico ot : 2 39420 40383 41519

Long di Mexics ... e 16 7405 7482

Other—-Mexico S . i = 14431 14,345 ., 14,774

. LamAmeria®™ o o _ o 15616 0. - -

Emplayees by geographic location: S ) Y T
e i < 61,067 . 62103 . 63775
L:n.nﬁmmm : o 15616 S

M- lncludes Bm_u Clule Argmmn Peru md Culnmbu

AtDecemberSl 2004 ﬂ:cTcI:phmeWotkus Unmnochxxco(ImawnhyusSp:msh
mmymSMDuprucmdappmmtdySSO%ofmmmbymmdnmbasofmhamnm
represented approximately 9.7% of our employees. All management positions are held by non-union -
employees. Salmcsmdcmbcneﬁmfmmmzcdpusmlmmego&mdcvuy}urmddm'
collective bargaining agreements with our unionized employees are renegotiated every two years. In
Apnl 2005, weandﬂ:tcS’IRMagrecd:oa*iGGﬁommalmmsembas:cwagcsandals%mmﬂ
increase in benefits, -



T (3) As of May 17, 2005, there were 7, 249 m:.lhnu L Shares umsmdmg,

: _Iiem‘l MajorShnreholders andnelmd an 'Iransucﬁons Sy

- \IAJOR SHAREHOLDERS .o i
’I‘heA.AShm-esrep:escmrdIiSl’.ofdleﬁola!czp:ﬁlstockand%’%ofﬂxeﬁﬂlvmgshm

{AA shares and A Shares) as of May 17, 2005 The AA Shares are owned by (1) Carso Global Telecom, -

(2) SBC International, a subsidiary of the U.S. telecommunications company SBC Commuhications, Inc. .
and (3) vanious other Mexican investors. Carso Global Telecom holds interests in telecommumications

_ and was sptmn off from Grupo Carso in 1996. Carso Global Telecom may be deemed o cantrol us.

According to reports of beneficial ownership of our shares filed with the SEC, CmoGlobach!emm:s

‘ conu'olledbyMr CaﬂosShmH:h:mdmunbusofh:s:mmndimﬁnﬂy

Carso Global Telecom'and SBC Intemational mpames to an agtcunmtanu'cdm in

.'-DmmbUZOOOprmmmgforcemmnmmmhungmthurmus}npofAASharm Amongmtur

things, thcaglmmunmbjemsocrmnmfusofAAShambyulhupanymanghtoffn'stoﬂ’um-l

- favor of the other party, dthoughmenglnofﬁmoﬁudotsmtapplymmccmmofm_ .

Shares to L Shares, as permined by our bylaws, or the subsequenst taosfer of L Shares. The .
wﬂwmm&sh&mumofﬁ:%ofmm&wmwcmm
(sec Item 6. Dtrectors and Qfficers of Registrant—Directors and Jtem 6. Directors and Officers of

. Regtsrrant—Executtve Committee) and for each party to enter mm a Mzn.ngcmmt Serviees
P Agrecmcm wn:h us (see —Relared Parrj T mnsacnam). .

Tbefol!uwmglzbl::da:mﬁcsc:dxomerofﬁ\tpcmcmwmomof:nydzssofmnshmasof‘ ‘

. - May 17, 2005, unisss otherwise indicated. Exccptasdesmbedbelow wcarcnotzwmofmho]du-of
o E\'eperceutormoreofanydassofmrshares . :

A-\Slnre:“’ L AShimm © : ',"-LSharﬂm | Percent
Shares Pervest.  Shares * Percent =~ Shares ., Perrent - of voth
(millions) = ofclars!- ' (millians} ' ofelass | (millions). of elass sharest

CuwG:omrelecon{”___.__ 30000 . 738% - 460 - 185% 17462 1% - W06%
$BC Interuational®™ _ . _ - . COBST - 2% - T 209%
Brandes [avestment Partners, - © ) T T

Le® - R - - 75163 T1% -
* Franklin Retources, Ine@®_- - - - - - - - 5760 . 79% -
mMmBmcnm&Co“’.-;___ S . AR Y/ N 65%

' (1) AsofMayl17, "005 therewm4063mﬂhonAAShuuomm&ng,reprmmmg94 2%ofthewulﬂall

voting shares (AA Shares and A Shares).

. {2y AsofMay 17,2005, therem248mﬂhun.t\8hxesmm.dmg,mpuenungiB‘aofllnmalfnllvnnng

shares (AA Shares and A Shares).

(4) . AASharesand A Shzues

{5} . Holdery of AA Shares and A Shiares are cnmled to convert & pomon ofthucSlures 1ol Sharea mb]ecl to !he‘:. ’

restrictions set forth in our bylaws. See Tem 10, Additional Infamunan—ﬁ‘ybrws ‘
{6} Derived from repoﬂs ofbemﬁcul ownership of cur :hares filed wu.h the SEC Al ﬁgmﬁ are as of March 31,
., 2005,

Thefoﬂawmgublemfmﬂ:ﬂrshzrcowmlnp asoszyl'f 2005 ofmxoﬂimsmd
dmmswhommonthmompacemufauydasofomapmlsrock MrCadosShmH:ln, R
togrchcrmthounmmﬂnbcrsofhlsmuhmfzmly may be deemed to share beneficial ownership of -
3,000 milion AA Shares and 46.0 million A Shares held by Carso Global Télecom and 1,821.9 million
LSharuhddbyCasoGlobalTekwmmdothucompam&nhmmmdummmmmmlmﬂim
Except 25 provided below, none of our directors, al:u-mt:d:rccmorcxecutrve officers is the beneficial
owmrofmmdnnl%cfanyclzssofmcamﬂlsmdr_ :

70




" hoid: ™

. Shares 03,000 million. .. -

.

AAShares® . AShared . Lgharesh. Percent

© 0 T Shares Percent - Sharer ~  Fercent - . Shares Percent - of voting | -
. (millions)  of elass - {mnfllions)  of elass (inlllions) . of class tha [
Carlos SEm Helt™ ____ wee 30000 TIB% - 460 - 1BS%. 18295 5% | o6t
Cartos Slim Domit™ ___ 30000 - 73E D 460 . 18S% . 18395 237% .. 708%
Marco Antonio Slim Domit™ .. 30000  738% 460 0 185% 1LB25  257% . 106%
" Patrick Slim Domit'®_____ 30000 73BN 460 L 185% 18298 . 2% | 706%
- Antogio Cosio Arifio...."I..... 652 1.8 - - :

- o= 1.5%
. (1) Holders of AA Shares and A Shares are entitled to convert  these § :
- resirictions set forth in ovr bylaws. ‘See jtem 10 Additional Information—Bytaws.
(1) AA Shares and A Shares. . ’ s LT ‘
(3} Includes 40,000 A shares agd 60,000 L Shares owned directly by Carlos Slim Held. -
{(4) Inclodes 8,132 L Shares cwned directly by Carlos Slim Domit, A .
(5} Includes 8,132 L Shares owned directly by Marco Antonio Slim Demit. .
. {6) Inciudes 335,324 L Shares owned directly by Parick Slim Dogait, :

8 portion of these Shares to L Shares, subject to the

At December 33, 2004 76.8% ofnmt;!mtartding I[.Shamswerr. repr:smradbyL Share ADSs, -
each representing the right to receive 20 L Shayes, and 99.2% of the holders of L Share ADSs (15,240 -
'hcidﬂs.iuchndingmeDcpoﬁmImmCompmy)hadmgimatdaddﬁxscsinth:Um'iadSmes.- I

-Noy'embcrzooo,wccsrabﬁshrdaspmsomdADSpmgmmfnrﬂchShmADSa'ls.Z%ofo{r C

ounsu&dingAShamsw:reheldintheﬁxmofASliarcADSsarDccunbé:_?.l.zom_eaduqumg" L
the night to receive 20 A Shares, and 98.3% of the holders of A Share ADSs (4 467 holders, including The -
DcpositmyTnntCompany)_hadmg’;ta:daddnsgsintﬁ:l{niwdSm.u R L

We have no information conceming holders with registered addresses in the United States that .
.Ashzrcs, ph g ‘
. ,LSinrcsuutm;nrsemdbyADSs;or

. ASharcADSthatmheIdmduﬂmmspomadAtheADSpmgﬂms,Mﬁchpm-dm
the esmblishment of the sponsared program, and have oot been exchanged for ADSs issued |
"wnder such spons program. See ltem 9. The Qﬁ"erandLis_'ﬁng—'Ii-qdinng S
. 'Wepmchzscom‘shzrcson&:cMexicmSt_nckEx;hangeﬁ'mnlimetéﬁmcup_toaspcciﬁed_
maximum aggregate value authorized by the holders of AA Shares and A Shares and our Board of - -
Directors. In 2004, we purchased 707.8 million L Shares and 1.7 million A Shares, representing 5.9% of
the chares omsundinga:lh:beginningofzom,x_ﬁﬂlanzgpcgawv:hxc.ofp.n,mmillinn(P.llSM

 million historical). As of April 28, 2005

,wcmwthmizcdmpwmascsharsudthanaggcgm\ﬂueof
up to P10 bilhon. - I . L o :

. Since Jamuary 1, 1997, Carso Global Telécom has purchased A Shares and L Shares on tié open -
market from tirhe to tim. In percentage terms, the awnership position of Carso Global Telecom has also.
increased as a result of our repurchase of our own shares, LCarso Global Telecom”

s percentage ownership
of he A Shares was 18.2% on December 31, 2004, 17.4% on Decémber 31, 2003 znd 15.9% on -

; 2002, In June 2001,
CmoGiobalTdm"mumdSWmﬂﬁmLSMsthmnis_ingi:smmmmershipofAA L
i

L



RELATED PARTY TRANSACTIONS

. We engage in a variety of transactions in the ordinary course of business with affiliztes, Pursuam -
towrbylaw'smdedanhw.meahdhmmnine:ofprozdofDirmmtéqnssanopinim C
an,mdoprBoérdofDimcmhnse;chniwpowumappmve.mymuith;relnedpmylhmis'
cutside the ordinary course of cur businsss. . p ; o T -

Wmﬁmwﬁaﬁlﬂahﬂﬂemﬂﬂngmwﬁcmsts&xﬁcéﬁdmﬁﬂ;

_ﬁ_'omanﬂ:sidimyof&upoCondimmSA‘d:C.V.aﬂdinsu’tguceanﬂbanksm‘iccsﬁpm&lmo' E A
Financiero Inbursa Inaddiﬁmweseumtworkcmmwdonmamialsmepqudmnnmdptmidt_.;, Sl

cenain services to Grupo Carso and Grupe Finanejero Inbursa. Grupo Condnmex and Grupo Financi
In!m:samunducommmcmmlwiﬂ:CusoG!obale;com,andmualoﬁﬁd@d&emnma!so
members of our Board of Direétors. See Jtem 6. Directors and Officers of Registrant—Directors. The
aggregate amount of our purchases from affiliates was P.9.041 mullion in 2004, P.8,078 millon in 2003

. and P.7.959 millien in 2002 Thcaggr:g:rcammm:ofmsalswﬂ:eseaﬂiﬁmwas'am.lmﬂﬁmin .

2004, P.685.8 million in 2003 and P.585.5 million in 2002. We believe that the prices paid in these’
1sacti mcm:pmaﬂgmdmsgdmwmﬂdbcobhhndinam'slmg&ncgoﬁaﬁomwithmﬁﬁm ;
par!ics. - ° E ' . ' 7 o A ‘ o

- ke

From nm:m ame wc'ma.ké invéstments togethier with affiliared mmpamﬁ,sdlourmtﬁnnmts LT

10 afflisies and bu investments rom afflites. Sone of thee transactions are described below.

.. InhanOOl;wca:quimdaﬁ%inm‘wtian)oTeh'ism, S.A de C V. whose i
asset 15 Telvista, Inc. (Tehvist), a U'S, telemarketing company, for U.S.$47.0 million. We
made this investment together with our affiliates, the other shareholders of Telvista, América
Movil (45%) and Grupo Carso (10%), © o -

,* In Agril 2004, we acauired a 60% indirect interest ia Tecktel from Aimérica Movil for .~
© USS7Smiliom. . o C T

. Weown:daSmﬁmtu'minchhnologydenmctLL.C.,aconmmythzxinvestsinc-
commerce enterprises in the United States and Latn America We made this investmen
',wgahawﬁhmraﬁﬁm,Am&icaMéﬁl(mJ%)denmoFinmdmInbmsa(9.7%).
‘Onhmzl,zoos,wésoldwrcnﬁmﬁ:mmh;?cchnologymdlmumLLC.mepo

Condumex. - . S . R
* . We owned approxifnately 25.6 million shares of common stock of MCL Other parnies that
" -may be deemed to be.under common control with u held an additional interest InMay * . ;
L 2005,w:zndthec;hﬂ'paru?esthat'majrbédgén;dtobcuqdcrwmoﬁt_'mnuoiwithussold .

We also pay fres to Carso Global Telecom and SBC Intemational forcbnsﬂﬁngandmmagm:e_m
micc&mmmmagmnm“imachmmgoﬁmdmbd:mofmbyasﬂdﬂmmnﬁmcf
directors unaffiliated with any of the parties. The currcat agreements with Carso Global Telecom and
SBClmcmztionalwmm'edfurm:puiodbegiminnga}' 1, 2005 on substantially similar terms
to prior agreements, We paid to both companies an aggregate amount of U_S.$29 millicn in 2004, ©
U.$.529 million in 2003 and US$29 million n 2002, -+~ . .. - .
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. Exccutives of Carso Global Telecom periodically use our carporate airplane for business
purposes. C:r_soGloballT_deccmpaysmma:h_cumfmﬂ:issuviccf )

Wezcwoddngwhh&mﬁmﬁu&olnbmsam&::mnﬁmwdjémdwcl@mumd

. " promotion qfﬂ:eCmmionT:ln_:cx card. Wiihmspedmmedchk'fczm of the card, Grupo Financiero -
: lnhuu:qmgcsdmcashbalat_mes,zndwcmd&upofinam_:im_lnbmsadi\ic_leﬂxe{rhmdunﬁngsmd

int’oici;zgaqdcoﬂecﬁonsuvimigcomccﬁmnﬁlhthcwd.

Transactions between Telme and América Movi

América Mévil has had in receat periods 3 variety of contractual relationships with us and with _

our subsidtaries. BeauxbothwcmdAnﬁimMmﬂ,ﬂxéleédingwﬁelcssopuammmwasemmishc&
inaspin-oﬁ'ﬁ'mnusinzooo,prmichbebcomnnmjtadonsmﬁcesindxmgmgaphi:zimkcm,we

have extensive operational relationships. These inchude interconnection between our respective networks;

use by América Mévil of our private cirruits: our provision of long distance service to América Movil's
customers; use of facilities, particularly for te co-locationofequipnmnnprunis:s_weown;mduscby
each of the services provided by the other. These operational relationships are subject to a variety of

am,wmhhmnmwmwphmmwwﬂxqiinnﬁmmnm' 1 ‘

telecomrmmications operators. Intumnnecnanfgﬁgtpr:smttlrhrgestmmponcmofamﬂumsmid

under these agreements. bzom;mcagmgmmmmu'épaidAnnéﬁaMéﬁlforiﬁtumcﬁmfm‘ :
tofaled P.10,319 miflion, and the aggregate amount paid to us by América Méwil totaled P4,318 million, -

pmnarilyfpruseofourpﬁv:nécircuitszndlongdimncesmica_'?hemmsofméaimhmwim
AméﬁcaMdvilamgenu;ﬂysimihrmthosemwhicheachcmydmbusﬁn:;;withdﬁer. _

- unaffilisted parties.

mﬁﬁmwe&mAﬁmmﬂ’shmmmdmdsmwﬂm' -

similar to those given to other celhular distributors,

Ira.nucth;_ns between Ejnbnni and Related Parties
Emh:mlmgagsinévxicryofm@;indn&diwy.m&mﬁﬁm
wbsidizismduﬁthothucbnmniuthmmybedmdmb:mdummlwiﬂns. )
Embrate] completes intemational traffic from our subsidiaries and subsidiaries of América Mévil
0 Mexico, Chile and Argentina. Qur subsidiaries and subsidixries of América Mévil in Mexico, Chile
andAngxtinacomplebcinteniaﬁonaltmlﬁcﬁ-cniI_imbrmL e Sy '

. Because both Embratel and América Movil's subsidiary, Telecom Amekicas S.A., which operaes

' mckrﬂwhmdduo,mmidemkcmmmﬁuﬁmmm&cmgwg@himlmﬂm,thcth
extensive operational relationships. Enbeate] originates mobile domestic and i 'nnallongdimnr:e. )

mﬁcﬁmcmmmmmﬁcmmmmmgqimmfﬁmam
Emknm]nlsouznspmtclhro’s_uaﬂicandlegsmﬁncsmdam: e
. Ihmu-rghirssubs:dury"" BrisﬂCemu . Embrate] pmviduml.lccmu:sewiccsmclam“ and Net.
Embrate] also leases access facilities from Telmex do Brasil, R oL

) ’ﬂ;e‘tﬂ'msofEmhu:ljsmmgmﬁuitbomq&bﬁﬂhﬁumdwﬁhonmpmﬁesthﬂmy' )

bedcuncdmbemdujcmnmmc'onunlwiﬂ:usaregmal}y_ simitar '_mmoseonwhichcxhccmp:ny_'

3,

 as 2 result of the spin-off. l\{anyo_fdwnmalsosubjecttospeczﬁcr:guhﬁmgm:&ngaﬂ E



. Teln:;rx

" Embretel

- e

In November 2004, Embratel entered into a U.S 575 million credit agreement with Banco
Inbnrsa, Instttucton de Banca Midtiple, Grupe Financiaro Inbursa, a subsidiary of Grupo Financiero
Inbursa. The agreement had terms comparable to those of three other loans Embratel received from

unaffiliated parties in November and December 2004. ~.
Iteca 8. Financial Information et
o ‘ CONSOLIDATED FINANCIAL sr@mm::h.frs o
See Jrem 18. Financiol Statemants and pages F-1 through F-56. :
. | o LEGAL PROCEEDINGS i
- There were 2 nuasber of pending procesdings before the Mexican courts i which we or o

competitars had challenged deterniitations or regulations issued by Cofetel, most of which were :
withdraun as a sesult of December 2000 agreements with certain competitors, We are also igvolved in -

lcgzlpmceedingsinth:mtﬁnaﬁc@uﬁcufmbusinus,mngofwhichjsmwial In addmion, we arein

the process of appealing various proceedings brought by our competitors alleging anticompetitive

practices by us before competition authorites in Mexico. The proceedings could result in fines by the - 7_ -

mnhmxi:sandsubsequahd&'ilzcﬁmsbym‘compeﬂmbmwebelicw:ﬂﬂ:anzg:;iwmomcof,
these proceedings would nat be material on an aggregate basis. . o T

" - The Mexican Social Security Institute {Unstifuto Mexicano del Seguro Social) conducted an audit j

of our social security obligations for the period from 1997 through 2001, Following the zudit, we were |

ordered to pay a total of approximately P 336 million (nominal value) consisting of past due obligations, - -

penalties and accrued interest as'of July 2, 2003. We have appealed these nulings to the Federal
Admimisiretion and Taxation Court (Tribunal Federal de Justicia Fiscal ¥y Administrafiva) and, m
accardamee with Mexican law, have deposited a bond praranteeing the amount alleged to be owed:

prevail.

) Ald:oughwebcliwetheba_s_isfq;mnappea}is_w:ﬂfmmd:d,ﬂ:crecanbenoas‘smmawewiu

Embratet has 2 substantial amount of tax-related and osher contingencies. See Note 12 to our
consolidated fmancial statements. Although Embrate] believes the cases to which these contingencies
relate are well founded, there 1s no guarantee that it will prevail in thece cases. -

- -Brazilian value-added goods and services tax (IcMs) e Y
Embratel has received 2 mumber of fines for noa-payment of ICMS on international otstbound
traffic and certain bundled services that are considered exempt or non taxable for ICMS purposes.
Embratel recorded a provision for P.368 miliion for losses considered probable but did oot record a
provision for P.3.8 billion, which corresponds to the elzims in which Embratel expects to prevail -
In July 2002, Star One received two assessments by the tax zutharities in the statd of Rio de

Janeiro for payment of ICMS in the amount of approximately P.1.0 billion related to Internet service's and

sarellite use. In March 2004, Smr One was required to pay approximately P.84.0 miilion in the Brazilian
Federal District for ICMS not paid on satellite use and other obligations. Star One deterrined that it
faces lnitle risk of losing these suirs 5o it has not recorded a provision for such amounts in its financial
statements. - . S . ‘

TR




'+ administrative level, and this appeal is still pending. |

Income Tax on :Inbmmd International Income

-+ Embratel beﬁntsthatﬂmfmﬁgnopuaﬁngimome&um'ndmﬁadomsaﬁm(mbomd' a
" traffic) is not subject to taxation. In conneetion with this matter, in late March 1999, the Brazilian Federal .
. Ta.xAgmcy,urSRI-‘,mchm&mlapmuxim@elyP.l.zbilﬁmfm_faﬂﬁ:gmpayth:rdmdm '
 tax for the yrars 1996 and 1997, Embratel's appeal of this decision is still pending. :

InlumIm,wm'ﬁuﬂuwfwnw—pﬂymmmfinmmemmnaﬁudgnm

income for 1998 amounting to approximately P.273 million Embratel considers the probaluliry of loss -~

mﬁbdy,mgopm\isinmhnebemm;mdcdiuﬁ:eﬁmnqizl@mﬁx:h:chim .

 Brazitian Social Welfare Tax an Service Exports (PIS) © .

In August 2001, the SRF issued a tax claim against Embrate] tofaling approximatety P.675

Embratel's management evatuated the
recorded m the financial statements for the claim.

* million for payment of PIS prior to 1995, which had been offset in‘accordance with Brazilian tax law.
p’obzbiﬁlyof:losstapddemnﬁm;d_ﬂ:a;nopmvisjoqwuuldbe :

 Bracilian Finance Tax for Service Export Security Tax (COFINS)

" Thereis also 3 P.1451 million claim against Embratel related 1o the COFINS exeniption on the

the govemment auditor made sevéral exrors in the computation of this @x

. exportation of telecommumication services for revemues through the end of 1999, Embrate] argued thar .
- later reduced by approximately P.934 million. A new decision at the admimsirative level has restated thic

tax to zn 2mount of approximately P.1,004 million. Embrate] has appealed this decision o a higher

. Disputes with third parnes .

‘Emhn:elisiniruh*ediﬁiﬁrietyofaddiﬁomlEﬁpﬁmﬁM\rmmm'g o

anisen in the ordinary course of business. Various disputes are in an advanced stage of the lingation
process, and Embrate]l may lose at least some of the cases, Embrate] has recorded a provision of P.700
million (restated) for unfaverable rulings. For other claims totaling P.62 8 million, Embratel provided

guargntee deposits of P.46.0 million
DIVIDENDS
'Wch:vcpaidcaéhdividéndsonwr-shz:ueachywsin:c 1958,

Year ended

. _ . The tble below sets forth the
’ mmimlammm:ofdividmdspaidpcrshareineuhymjndiwcd.inpcsosmdtamh:edinrou.s.
'dgﬂ:rsatdxexchmgcmmoneachpftb:rtspcctiwpzymmtdams. EaE

December3l, - Pesos per Share Dollars per Share
2004... - "P. 06650 . " USS$ 00588 .
2003........ — - 0.6050 7 00555
J002... 0.5430- T 00559 -
2001 ... 04500 © 00529
2000 04450 0.0424

Stnce 1998, we have paid dividends quarterly. The dividends from e:nmngsma given y:arare

determined at the anmual meeting of shaseholders in April of the following
September and Decewber of such following year and m March of the year

.75

year, and paid in June, -

after that. In April 2003, we-




.declared 3 dividend of P.0.620 per share, which we paid in equal installments of P.0.155 per share in Junc

2003, September 2003, December 2003 and March 2004. In April 2004, we declared 3 dividend of
P.0.680 per share, which we paid in equal instaliments of P.0.170 per share m June 2004,

September
_ 2004, December 2004 and March 2005 In Apnl 2005, we declared a dividend of P.0.380 (post-sphif) per
-, share, wlncbmﬂbepayubkmu{ualmtallmunsofPOMSpushammIm:MS Septcmber2005

December 2005 and March 2006.

mdndmﬂm.mandpaymcmoﬂﬁvidmdsmdmmbynhjoﬁty\moﬂh:holdﬂs )

éfMShmmdAShmgmaaﬂym&cmﬁamaﬂthmrdofDuutmgmdmﬂd:pmd
on our results of operanions, financial condition, cash requiremnents, fimure prospects and other factors

_deemed relevant by the halders of AA Shares and A Shares. Accerdingly, we cannot assure you that we
will continue to pay dividends ar that firrure dividends will be comparable 1o histarical dividends. Our -

bylaws provide that holders of the AA Shares, tb:AEharcsandth:LSharesshareequ:llyonapﬁ-share

“basis m dividend paymmts and other dxsmbuuons '
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‘ ltemD The Oﬂ'er and Lisnng

TRAD]NC ‘JARKET

: TheLShareADSs mchreprmnngmLShafuofTehmx,aemmdbyJPMornglm: S
' ank.l\.A. otﬂ:eDeposnmy as depositary for the L Share ADSs! Th:LShmADSsmndcdunth:
NeanrkchkEx&mgemdhswdmth:kaﬁmSmckEx:hmggmmeLShmmmdedm
rthuucan SmckExchzngtmdhstedonﬂ:cMercado do Va!oml.aﬁnoamericano (I.aabex)mMadnd,

. 3

".“L"_- ’ ThcAShmADSs cachrtprseatmgzﬂASbarsofTe!mmnmmdby!heDeposltmy as- ‘;-' e
deposmryfotthcAShzreADSs 'I'hcASharuarcuaded-demcanSmckExchang:,andthe ]

: sponmrchShareADSsmquomdmﬁcNASDAQszlICapMzdm I:admgh:soeascdw:th LR
s r:spentoth:lmponsomdASh:reADSs o s

- Tlrfolluwmgtablesdsfmth,forﬂlcpmodsmd:mted,dlempmmdhxghmdlowsalespmesfm
th:LSha:resonﬂ::MmcanSmckExc!nngcandth:mpoﬂcdhlghmdlowsalespncsfmlh:LSham )
ADSsonﬂmhewchkSmckExchmge_ Pnceshavcnmbemresmedmcomnmuuencym!s *;,,'

MtncuSmkE:dunge | New York Stock o
(pesos ptrl. Share) ! . (U.S. dollars per!. Share ADS)
: gh I.!m"" - High-: LOW"

o267 P 7310 Lss 3ss¢ Uss 30:1'1 ’

1065 L1485, D49 -7 2sEl

Lo 1862 ~131E 41057 . ¢ 2670
. 1690 1379 ., 3704 . - 2748
S3530, 0 0 Yt 7631 0 4231 ¢
; . . .

2249 T P 1930 USS - 4031 USS 3430

©19585 . 1839 . A% NN % G
26,70 1834 . | . 3681 3160
.o 1820 0 a7 33.06 - 3011
Lo21er . 18140 - aEs4 - 3235 .

1824 .7 11876 . 3448 . . 2881

1709 70 1485 - .- 3235 2914

. 1728 . 1569 c T 3230 . . 3003,
1905 1695.° . 3386 . 3008

; Mlmth!yh;hsmd!om
2008 B T T SO R
" Jemuary .l et L B 2142 P' 2028 ~ US$ 3810 USS 3620
 February . e 22492120 - D 40315 . .37.98
CMarch o e 22070070 T 18300 52 40 3430

R S TP T 935 1 1873% 1696 -
004 -0 L T el c T
.7 December.. ..l el v N8 . L1049 o G 3854 3450

" "(1) - Prices reflect a two-for-one stock split tha weat iato effect oa May 25, 3005, -

APl i e S 0 1962 - 1829 T dser oaer S s



Themblcbclowsetsfmh,farﬂxpmodsmdlmmd thcrcpm:dhzghmdluwsalesp:mﬁxdw

’ ASharsontthmc:nStockE.xchang e and the high and low bid prices for A Share ADSs published -

by NASDAQ. Bid prices published by NASDAQ forﬁuASha:eADSsarem—dcaluqumnonsand
mzynotrcﬁecta:nnlmszcums Pnushmtnotbcmmmdmmmntcmcym -

Mr.d(nStnckExrhugr . : NASDAD) -
{pescs per A Share) (US. dollars pe'rA Share ADS}
R : Low ' - ngh Low

Annnal highy and lows ) . . ) ) ’
“2004...—: : I . P 2159 P. 1724 USS 3850 USS 30.01_'
2003..-.cicon : ©.1900 1485 ¢ 3430 . B35
2002 TR " 18.56 1300 T 4100 T 2650
2001 ... S 1688 1386 © 3680 - 2686
P S - 3580 . 2080 . 375 209
Quarterly highs and lons
W05 - : : R

First quartes R . . P 225 P. 1915 ~"USS$ 4030 USS$ 34.01
2004 . _ : - g L

First quarter Ll 19.62 L1830 T - 3545 . 33.00
* Second quarter....... i 20,65 - 18.40 . 3675 ) %
" Third quamer. - hee 1930 Coqrza L - 3294 3001 -
- Fourth quarter : 21859 1818 385 1 3206
2003:. - : _ S L _—

First qll-l.rler . ) — - 181 1567 : - 4% .. 2851

Second quarter Lo 17100 T 1495 o 3235 7 3900

Third quan : Co1w 1566 324 . 2070

Fourth qoarter. i . 1900 - 16.98 T 337 . 21986

TRADING ONTHE \IEHCA.\' STOCK EXCHA.\GE

. 'IheMcxncan Stock Exchange (Bol.mMex!cana de Valores, §.4. d'eC V), located thxmo City,
Lsﬂneonlysmckexchang:mMenco Founded in 1907, it is arganized as a corporation whose shares are
held by 26 brokerage firms, which are exclusively auihorized to tride on the Mexican Stock Exchange.
Trading on the Mexican Stock Exchange takes place principally through antomated systems, which are -
open between the hours of 8:30 am. and 3:00 p.m., Mexico City time, each business day. Trades in
securities ksted on the Mexican Stock Exchange can also be effected off the exchange. The Mexican

: chkExchalgeopemmsasysmofamomzucsnspcnswnofuzdmgmshamofapammﬂaussuuasa

means of ¢ontrolling excessive price volatlity, but under current regulations thns system does 0ot apply to

._ sccmnesmchaschSharesmth:LShamstha:mdnccdyormduecﬂy(fmampk through

American Depos:rary Shares) quotrd ona slock cxchzngr (mcludmg fonhcsc pmpuscs NASDAQ}

: onmdeMenoo

Sctﬂ:munlscﬁcctcdtwobus:n:ssd:ysaﬁcra shareu'znsamonontlmMmmnSmck

. Exchinge Deferred setdement, cvenbynnmxalagncmcnt,:sno:pumme&mthomﬂmappmvalefth:

Mexican National Securiries Comnission. Most securites traded on the Mexican Stock Exchange, -
including those of Telmex, are on deposit with S.D, Indeval, S.A. de CV., apnva:dyovmedsecmncs
dcposxmy thatacts as a clea:mghonsc for Mcxxcm Stock Exchangc transactions. - :

7




" . Item 10. Additiopal Information . . | = -

2
36.5% of our outstanding capiral stock. * A

i

s BYLaWs L
- Setfl:nﬂ;bclmvisabﬁefsmaybfwﬁnsigﬁﬁaﬁwuﬁm‘ofmnjbthsandMadm
law, Th:ﬁ;ﬂtextofombylawshzsbecnﬁledasanahxbitmﬁxisAmnanepon_ For a description of
thepmvisiobsofowbylmrelaﬁngmmerdothtcm,:omnﬁmcsofmgBomﬂofDﬁ'ecmrsmd-
stattory quditors, see Jtem 6. Direciors and Officers of Registrant -, e T .

* . OnMaich 19, 2003, the CNBY published new genrral rulés: or the Rules, for issners, which’

- codify the principal rules applicable to isouers 2nd publis offerings. The Rules increased the obligations

andrcspmjbﬂiﬁeéofthtaudhiomﬁmcbqudﬁngdﬁmmm@e'sopiﬂmw‘kﬁn'd(cmdv.he o
regisnaﬁonofdrsh;msbfacompmyéndtoaﬁ&miz:gny_dl_anges'mdleaccmnm'_ng'poﬁdesand

-Orgnnizaﬁon__:-nd_R'egiister B . .

. Telmex is':;'séciq.iad anduima d é&pﬂd} variable mganm:dm Mexico under the Mexican

~n Companies Law (Ley Genaral d¢ Sociedades Mercantilas). It is registered with the Public Registry of

of Mexico City under the number 5229. o

Share C-pital'

" Our capital stock comprises Seriek AA Shates, without par vatue. Series A Shares, without par

. . '.v:lnzandScn'r_f.L_Sha::s,withwlﬁa:w.!ﬁe.‘-.&]lofthcmﬂsﬂndiﬂgsharcsmﬂzlb”paidand'nm-:.

- . AA Shares and A Shares have full voting rights. Holders of L, Shares may vote ouly in limited
circumstances as deseribed under — Voting Rights. The rights of holders of all series of capim! stock are
otherwise identical except for limitations on non-Mexicin ownership of AA Shares. The AA Shares,
whichmustalwaysm;uesmtatleastSl%ofthecombinchASh'arcs_mdAShzes.maybeawnedmly
by holders that qualify as Mexican investars as defined in the Foreign Investment Law and our bylaws.

-, See —Limitations on Share Ownership.

Each AA Share of A Share may be exchanged af the option of the holder for oe L Share,

middMﬁwMShz&mymumpremlssmm%ofwamdingaﬁmmckmlﬁ

tthI%ofcmcombjuuiAAShafesmdAShmrs.AsofDecanbef3l,2004,meMShzxts
repmsanch.S%ofomommndingapiulsto;kmdN.z%oqucombimdAASlnrésandAShm.
- Eachl_stmisummle'amopﬁmofmhol&af:;roggm_s'hmbﬁemmngm_
L Share cemficate to our treasury for cancellation and receiving the comesponding AA Share certificate,

'Thzkightw:xrhahgeismbjeamﬁmimﬁoﬁg_éﬁmn-ngicanmershipofMSha.résandtothc
o 'rujuirmunthanhcAAS}msandAShams'mgcﬂumzyﬂnﬂmprchmrmﬂmSl%ofoin

ocutsranding capital stock. As of December 31, 2004, the AA Shares and A Shares together represenicd

St



Voting Rights

EachAAthemdAShmmmlzsﬂmhnldathaeoﬁoomma:mymnamgofm
shareholders. Each L Share enritles the holder to orie vote at any meeting at which holders of L Shares

7. " are entitled o vote. Holdusofl.Slmsamenmladtovutcmdytuelecttwonmbenufth:mdof, . L
A Dmorsamithamnspandmgahemmdrecmandonﬂmfoﬂawmgmmm T Lo

e ﬂucmrnsmnof'l‘:hnexstumofdmznun,

R ﬁrumsfwmnmof’i’ehmx&monel}-pcofcmm} manodter

e 'mymugumwluch'reim:x:snmﬂxesxmmmgmnryormymuggrwuhmcnmywhnse .

) pnnupalcorpmmpm‘posesaredzﬁ‘cr:m&omt}mseodem

. rcmmﬂofmrshzmﬁomhmgondemmchkExchmgem'myfmgnstock
exchmgemd :

. anyamndmwmﬂquudmethenginsofhaldasofLShzra

' Ansohmrmonmyofthespec:ﬁtdmmusraqmresmeaiﬁnmm':vn&ofbmhamzjmtyofaﬂ

mnstmimgshasuandamajmtyofﬁwmshzesandth:AShzrcsmungwgeﬂrr
Undt:Mmmulaw ho]dﬁsofshmsafanysermarcalsocnmledmmasadnsonmy

a:n-o!nimtwmldpremd:cemenghtsofholdusofsharesofsmhsmcsandaholdu’ofsharesofnmh .
. seneswmﬂdbcmnﬂcdm;ud:aalrehefagamslmysuchachonta\cmwrﬂaoﬂsuch:wm'I'ha: -
dcmmmanonwlwdmmacﬁmmqmr:sachssvomonthcscgmmdswmﬂdmallybcnmdcby!b: .-

Board of Directors ar other party calling for shareholder action. A pegative determunation would be
subject to judicial challenge by an affected sharchalder, and a court would ultimately determme the

necessity for a class vote. There are no ather procedures for determining whether a proposed sharehalder
actmnrtqmmsndassvom,andeanlzwdoesnotp:mad:mumwgmdmceondmmmmbe L

applied in makmg such a determunation -
Shareholders \Iertmgs

Gcncnlshamboldas meenngsmaybcordmxymccnngsormordmry

Em:m&mr)gmanlumugsmdmsealiedzocmdummmspeclﬁedmm 1820fd:: :

Mexican Companies Law, incheding, principally, amendments of the bylaws, liquidation, merger and
transformation from one type of company to aother, as well as to consider the removal of our shares

from listing on the Mexican Stock Exchmgeoranyfumgn stock exchange, General meetings called to - -

consider other matters are erdinary meetings. 'Ibcmodnctorscl:ctcdbyﬂnhnldcrsofLSharuarc

elected at a special meeting of holders of L Shares, “All other matters on which bolders of L Shares are .

- entitled to vate would be cansidered at 2n extraordinary general meeting. Holders of L Shares are not
‘mﬂedmanmdoraddresmmgsofshzcboldusxwhchthcynenmmnﬂedmvmc .

. speualmtelmgofﬂrholdusofLSh::esnmstbehcldczchyeaxfonh.-.elecnoaofdums
Anord:mrygunnlmomngoflhcholdusofAAShm:ndASharesmtmbch:ldcachyearno :

", ‘consider the approval of the financial statements for the preceding fiscal year, melcctdwectm:smd

sumwfymdammmdmdzmmmetheallocanmofthcpmﬁtsoﬁhepmcedmgyw



T

. 'I‘l:erqm:{nn‘fora.nmdmzygm:-lme‘eﬁxx.gofﬂﬁAAShatﬁandAShﬁesisS@-ofﬂxh-

shares, and action may be taken by a majority of the shares present. If a quorum is not available, a second :

mcungunybcaﬂcdatwb;chacummzybeukmh}amzjmtyofthtAAShmsandAShzns
present, regardless of the number of such shares. Speculmecu.ngsofbo!dmofLShamsmgmmd

; by the same rules applicable to ordinary general meetings of holders of AA Shares and A Shares. The |
qunnforancxuam‘dmaxygtnaﬂmhngaxwhxdaholdnsofLShzrmmaynotvote:s?S%otheAA :

shares and A Shares, and the quorum for an ¢ meeting at which holders of L Shares

‘general
" are entitled to vote is 75% of the outstanding capiral stock. If a quorum is sot available in efther case, 2 -

second meetinig may be called and action may be taken, provided a majority of the shares entitled 1 vote

is present. Whether on first or second call, actions at an exmaordinary general meeting may be taken by a
ma;amyvot:ofﬂmAASharcsm&AShmmndmgand,onmzttaswhxchhnldusofLShmm

o mndedmwmam;m&ywteofanﬂmcapmimck_

. Holdasof’?o%ofmn'wtsmldmgczpmlstockm:) hzv:anyshz:rhnlﬂ:rmunmas:&by
filmg a complaint with a ¢ourt of law within 15 days after the ¢lose of the meeting at which such action
was taken and showmg that the challenged action violates Mexican law or our bylaws. In addition, any

holderafom'capna!stockmaybtmgmmatmymmﬂnnﬁveymchaﬂmgmganyshmlw]da .

:.cm Rchefuuderlheseprmwms:soniyavabhletoholdﬂ\s

'o'_whowment:tlcdmmon.orwhoseng!masshareholdusmadversetyaﬁecudbylhc .'-:‘:;"

chzllmgcdshamholdﬂ'acnon,aud o

. wlmsesharcswmm:mprescmcdwhmdrmmwasnkmor Lfmprescumchu'cvoncd e

agamstn _
Shareholders’ mteungsmyhcmﬂ:dbydmﬂmrdofbuecm mchmmn,xh:mnnory

auditors or a court. The Board of Directors or the stamary a.udlmmaybcmqmmdmallamungof"_
* shanehalders by the holders of 10% of the outstanding capiral stock ™ Notice of meetings must be '
published in the Diario Oficial (Official Gazette) or a newspaper of general circulation in Mexico City at-

least 15 days piior to the meeting. In order 1 attend 3 meeting, shareholders miiist deposit therr shares
with us 21 our office in Mexico City, with a Mexican or foreign banking institwtion or with a Mexican

exchange broker. If so entitled to attend the meetng, a shareholder may be represented by proxy. The | o
d:posnar)rfnnh:I.,&m:cADSsanﬂthcASharcADSsdasnmsansfyﬁusmqmmnmt,soADSbo]dus
are not entitled to artend shareholder meetings. ADS holders mmst exercise their voting rights through the

ey
Dividend Rights '

A:themmulmdma:ygumalmeemgofholdasofmshxtsmdAShmtthordof
Dhrectors submits our fmancial statements for the previous fiscal year, together with a report thereon by

the Board of Directors, to the holders of AA Shares and A Shares for approval. The holders of AA Shares

and A Shares, ance they have approved the fimancial statements, detarmine the allocation of our net
proﬁtsfnrtlrpmcedmgym They are required by law to allocate 5% of such net profits to a legal
reserve, which is not thereafter available for disiribution except as a stock dividend, nnnl the amount of
Ihrleg;lrrscwcequalsm'-ofmn'capmlsmck 'ﬁxrrmzmd:rofmmﬁtsismmlablz for -,
distnbution. -~ -

Aﬂslmmsmsmmhngadmmmadmdmdmmhudambmmmdecmdmmnﬂcdm

,pmnup:temstmhchwdmdmothcrdtsmhunm i

- Bl



' Limitation on Capital lncuases

Omb}dmmmqmrhnanympmlmeasebemmdbyncwshmofmhmm

-ﬁnpmmnwthem:mbuofshmofcachsmcsommndmg L -
' Preemptn'enghts . 7

in the event of a :‘apin]in-ufrusc,:holdﬂofaiﬁﬁ:gshztsofagi\mséﬁsﬁasamfmﬁal
night 1o subscribe for 2 sufficient number of shares of the same series to puinmin the hoider’s existing
proportionate holdings of shares of that series. Preemptive rights must be exercised within 30 calendar

days following the publication of notice of the capttal merease in the Diarfo Oficial (Official Gazette) and . -

a newspaper of general circulation in Mexico City. Under Mexican law, preemptive rights cannot be
traded separately from the comresponding shares that give rise to such rights.. As a result, there is no
trading market for the rights in connection with a capital increase. Holders of ADSs may exercise L
prcempm*enghtsonlydn‘oughthcdeposmry Wcmnotmqun‘cdtotakestcpsdlxmaybcnmmyto -

mahth:sposs:hic. o !

Imlatmns on Share Ownershxp

' Omnushprynn&{mzansofshzrcsofMexmanuannmmmmnwmmcsecm
inchuking telephone services, is regulated by the Foreign Investment Law and the Regulations thereunder.
The Narional Cormmission on Foreign Investment is responsible far administration of the Foreign o
Investment Law and Regulations. In order o comply with restrictions on the percentage of their capital
stock that may be owned by non-Mestican investors, Mexican companies typically limmn pamicular classes |

) ofthcusmcktoMmcanwwshxp Under the Foreign Investment Law, a trust for the benefit of one or ©

meore non-Mexican investors may qualify as Mexican if the trust meets certain condinons that will -
gmﬁﬂ}ymsucthaﬂwmn-Mcmcmmmmdonmdcmwn:hcwﬂxshmmvmcd

- Nun~Mex:canmmsmnmpemumdwmmm:han49',.ofthcczpmlsmckofaMman
corporation engaged im the telephone business. ‘Pursuant to a decision of the Foreign Investment

. Commission dated August 10, 1990, the L Shares of Telmex, because of their Limited voting rights, are

nmw.kmmmaccomnmdctﬂmmmgcomphmmthtb;srcsmunmdaccordmglymnotsub]cctto
Mexican ownership resmictions. The A Shares are also unrestricted. The AA Shares, however, which
st alwiys represent at least 51% ofthcccmbmedAASharesandAShmtsmaybeowmdcnlyby

: holdeﬁtiwthfyasMcmmm\masdcﬁnedmﬂmangnlmummLawmdowbylzws A
holder that 2cquires AA Shares in violation of the restrictions on non-Mextcan ownership will have none

of the rights of a shareholder with respect to those AA Shares. As a consequence of these limitations, a
mMmmmmmmwduMmmhwmmMShm&excep:dnwghamdmeﬁemvﬂy
namahzcsmcvotm ofnon—Mmcanmmm )

. Pursuan: to the Fareign [nv:shn:nt Law andchu]zumm,wchzvemgmmadaﬂyfmgnown«
af our shares, md&cd:mﬂﬂrymhmpecnothe ADSsmpresmnngmahm w:t.btheNananzl
Regxsu}ofl"orugnlnvcsnnmt i

hﬁ&nmpmamwthzfmpmvmmmdkgdmm our\lemcanshamholdus
mzinthcpowermdetmmmmxadnnmsuanwmlmdmmgm_um .

. Fareign states are prohibited under the General Communications Law from directly or indirectly
owning shares of Telmex. Thé Telecommunications Regulations provide, however, that foreign state-
owmdmmpmsmgmmedusepmumucsmmﬂxnmasmmaymnmmtymu Lo
Telmex or any oumber of shares with Emited voting rights. Ownérship of A Shares o L Shares by such”™- .
fare:gnstasc-ownr@compm;cs wbypumoqmremmmtﬁmdga;gamzcdforﬂ:et‘:mcﬁiofmloygcs
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ofsme mxm;cqsalorothuMmmgovunmmmlagenmes mmannnderedd:mctmmﬂmct -

ownﬂshpryformmfonhtpmpomsofﬂmecalCommmcanmsIaw

" Restrictions on Certain Transactmns .

Ombﬁzwspwmxdethmmyaoqmmmotnm&rbyusofmtmmlo%ofwmwdmd

outstanding shares, eﬁ'ecmdmoncormmumcmnsbymypasmo:grwpnfpummngm
concu't.reqmrrspnorzpp:m‘albymn’BozrdofDlmcm .

: Restrittions on Dereglstntzon in \!exico .

. Ourslnruareregnsmdmﬂ:d:eNananalR.egxmforSecmnﬁ,asmqunudnndu'th:
Securities Market Law and regulations issued by the CNBVY. If we wish 1o cancel our registration, orifit .
is cancelled by the CNBYV, the stockholders having the majority of the ordinary shares or that may, on any
basis, impose decisions at shareholders” meenngs, or appoint the majority of the Board of Directors of
Telmex at that time will be required to make a public offer to purchase all outstanding shares prior to such
cancellation Unless the CNBV authorizes otherwise, the offer price will be the higher of: () the average
ofmtdoungmocdmmgﬂmprenmzs30d:ysonwh1chtheshztsmayhn'cbemqmwd,cr(n)th:
boek vatue of the shares in accordance with the most recent quarterly repoct submitted to the CNBV and
to the Mexicin Stock Exchange. In arder to comply with the Rules, at the extraordinary sharcholders®
meeting held in April 30, 2003, we amended cenzin articles of our bylaws. Some of the amendments . -
were made to comply with certain new requirements for the delisting and cancellation of the registration
of the shares of the company. . As a result, our bylaws now provide that if -after the public offer s
conchuded, there are stilt outstanding shares held by the general public, the shareholders that control
Telmex will be required to create a trust for a period of six months, into which such controlling e
shareholders will be required to contribute finds in an amount sufficient to purchase, at the same price as -
the offer price, the number of outstanding shares held by.the general public, Within the five days prior to

+ the commencement of the public offer, aﬁamhngunoaccmmtthcop:mmofﬂzcaudﬂcmnmlm our
Board of Dxrccmrs st pubhshttsopmzou regardmgthe offcrpnce )

‘Tender Offer Rules

Owbgdawsprmﬁcﬂ:nmypwthmoxgmxpofpmchmthmobmmmma

"s:gmﬁmmc:pauon(!c SWAmme)mmtmnlmckofﬂncmy.mlhmnmga

previous public offer in accordance with the applicable mles issued by the CNBV, would not have the
right 1o exercise the corparate tights of their shares, mdthatthccompmvmll notrcgsuetstmhsharesm
tlu:sharcr:pstr}book. .

O!her Provisions

 Variable capital. Wc are pcrmmcd to issue shares constituting fixed and vanabie capual All of

* our outstanding shares of capital stock constitute fixed capital. The issuance of variable-capital shares,

unlike the issuance of fixed-capital shares, does not raquire an amendment of the bylaws, although it does -
require a majority vote of the AA Shares and the A Shares.Under Mexicaa law and our bylaws, if we -

- issned variable-capiral shares, m}holdercfsuchshareswmﬂdbeenndedwredmnthcmatduholdcrs‘- ’
. mmnanymn:aiardunpummcecquahoth:lcwuof‘ ’ .

. 9S%ofﬂ::avmgtmzrkﬁwhmofsuchshamsonﬂrMmmSﬁockEx:hmgcfmSO
mdmgdayspmccdmgﬂmdateonwhmhthemseofﬂ;eopuoms&ﬂ'emu and

. th:book\'zlucofsmﬂ:shzrrsznh:mdofﬂxﬁsﬂlycarmwhmh!h::mmseoftﬁcopum
ueﬁ'ecuvc
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Hdl:opncnsemmoddﬁﬁéth:ﬁrst-ﬂurc'mofiﬁscz:l)w it is effective at the end of the next

succeeding fiscal year. The redemption price would be payable following the annual ardinary general
mmgoftmldasofAAShammdAShmsnwh:chrh:relwmlammlﬁnanwlsmwut
approved: _

L Faifdfmrofshares. Asmqum:dbmecznhw mn'bthsprcmd:ﬂm anyzhmwhoattlmf :
" time of incorporation of at any time thereafier acquires an mterest or participation in the capital of the - ™
- “'corporation shall be considered, by virtue thereof, as Mexican in respect thereof and shall be deemed to

ba\ragrmdnmtoinmkc:h:pmmcﬁnnofhismgwummmdupmah) in case of breach of such .

agreement, of forfeiture 1o the nation of such mterest or participation.” Under this provision, a non-
Mmcmshmho!d:nsdeﬂnedtohﬂeagmedmnomwked:cptmonoflnsowngwumby

. askmgmxhgwumuﬂmmmpmeadlplomm:dmmagmnﬂthcm{mcmgommcmmmrupeaw .

the shareholder’s rights as a shareholder, but is not deemed to have waived any other fights he may have,
including any rights under the U.S. securities brws, with respect to his investment in Telmex. Ifthe
shareholder ivokes sich govemmental protection in viclztion of this agreement, his shares could be .
forfeited to the Mexican government. Mexican law requires that sich a provision be tnchided in the. -

byhmofaﬂMeﬁcmmpﬁﬂimsml&snmhbthsmhihhmmhﬁ:ofshzsbyn@-Mcﬁm

Exdnm_;umdu;m;,,“ombth ; thlllepl S mﬁ;e ) m
lmu;zmnmorpcrfmmznccofdxbthsshaubcbmugmmmﬂumgfI lmcma

) Duration. Tclmzxsmst:nmmdertlubylawswlOO)mﬁmnthedaxofhcwhhcdmdm .
) whxchnsmcc:pmmxscudmcei .

Mbmcafamownsbars. Accmdmgtoth:bylzws wemzyr:pm’chzscumsharcsondm :

MﬁmmSm&Exchmgrarmynm:m!hcthmpruwlmgmarhtpnce. Any such répurchase must be

made i camphance with the policies established by the Board of Directors, mdrhezmmmtofsharesm ‘

be repurchased mmst be approved by the general ordinary shareholders” meeting, The shareholdees®
mmdng:mummcmmmtofﬁmdsmum:ybeusedmmtwammemmd_'
shares. The ordinary shareholders™ meeting held on Apnil 28, 2005 approved up to an additiona! P.6

. hiilion to be 1sed for share repurchases. Such funds may be used for the repurchase of shares through the g

Mexican Stock Exchange In the event that we repurchase shares, our shareholders” squity will be

. ndmedautomznuﬂymmammnequﬂmmusnmedpmwhuofcthnhmdﬂmt However,

if repurchased shares are held ac treasury stock, our capital stock will be mduced automatically in an
amount equal to the assumed par vahue of each repurchased share, pending fisture sales thereaf an the
Mexican Stock Exchange or cancellation. Ourczpmlstcck:smnomncaﬂymucascduponth:r:szleof
such shares in an amount equal to their assumed par value. The economic and voting rights
comresponding to repurchased shares may net be exercised during the period in which we ows such .

shares, mdwchshmummtdecmcdmbcmmndmgfurpmposuofalnﬂmngmyqlmmmwm -

atmyshambal:krs meeting during such peniod.

Conflict of interest. Shareholders with conﬂicu'n,g interests with Telmex with respect to a,
ummmmmqlmedwabsm&omdehqugandvoungonﬂxspmﬁcmcmn A shareholder

that votes on a specific business transaction in which irs itesest conflics with Telmex's may be liable for -
damages, but oly if the transaction would not have been approved without its vote. A détermination of
conflicting interest would initially be made by the shareholder subject to judicial challenge. Mmcm]aw_

does noi provide extensive guidance on the criteria to be applisd m muking such a decision.



@pmiml rights. Whenever the shareholders approve a change ofcmpmafr.ﬁnpusa, changr of

o mﬁonaﬁiyofthccmpm:ﬁmmmhsfo&maﬁm&ommlypeof:myhmoﬁm,anyshareholder -
. enﬁﬂedmwmmaxhchmgeﬁxhasvmedag:hﬂhywﬁh:&zwﬁedemmm&:bmk -
. \ﬂmatnibtmbleteitsshms.p:m'idoditcmtiscs‘itsﬁghtwiﬂm 15 days following the adjowrnment of-

the meeting at which the change was approved.

" Rights of Shareholders

: Hép:mﬁomaﬁmk_dmmimmyshzaholdusmﬂuMédanhwmdiﬁucmﬁnmmm
the United States and many ether jurisdictions. The substantive law concerning fiduciary duties of ' i
dir:ctmshasm{becnthcmbjecrofmmsiveﬁuﬁcizlimupmﬁminMc:dco_\mlikcmmysmcsinﬂ:e -
UnitedSt;mwl:u:cduﬁesofcmmdloyahydzbmwdbyju&:ialdeﬁsibnshclﬁmshapcdmﬁghtsof

*". rinority shareholders, Mexican civil procedure does not contemplate class actions or shareholder

derivative actions, which permit shareholders in US. courts to bring actions on behalf of other .
sharcholders or 10 enforee rights of the corporaticn itself. Shareholders cannot challenge corporate action
taken ata shmtholdm‘meedngmkstheynwacuminpmmMmrmasdcsuibedabmt
under —Sharahalders’ Meetings. As a result of these factors, in practice it may be more difficult for our

. .nﬂmﬁw;ha;dwﬂﬁsmmfmﬁghuayimmmqm&mcmmcmmmmmmh
- . would be for sharcholders of 3 US, company. . ‘ Sooh e '

Enforcesbility of Civil Liabilities

. Telmex is organized under the Laws of Mexico, nd most of our directors, officers and canrollisg
persons reside ontside the United States. In addition, alf or a substantial portion of our assets and their -

- assets are located in Mexico. As a result, it may be difficult for investors to effect service of process ©

within the United States on such persons. It may also be difficult to enforce against them, either inside or
mnsidctthniwdStzr.:s,judgnmnobtaincdagzi::sttheminU.S.coms,mtocnfmccinU.S.cotm

' ﬁﬂpnmmobmimdag:ﬁslmmmbmhjmis&cﬁommdeﬂrUnMSm&hmy_mm i

on «ivil liabilities under the 1J.S. federal sequrities laws. There is doubt as to the enforceability against -
sud:p:r_san;ianico,whcdwrinotigina!actionsorh:acﬁmutquo;cejlldg:ncnisofU_S.cm,of ‘
ﬁabiﬁﬁcsba;cdsbldyonthcv.s.fcdﬁ:lsmuitim!aws. - T - -

" CERTAIN CONTRACTS :
We are party to concession agreements that authorize us to provide certain relecommmumications
services on specific terms. These are described in Jtem 4. Information on the Company—Mexican
Operations—Regulation. ) o B

" Our agreements with related parties are described n Jrem 7. Major Shareholders and Relaréd"
Party Transactions—Related Party Transactions. '
. EXCHANGE CONTROLS

"--Lﬁkomm:h'mfmfmdgnMeﬁm:Iﬁl,m&Mcﬁcéngovmnmthqs'3_ ]
allowed the peso to float freely against the US. dollar since December 1994, mmczdbenoassmange' o

o that the Mexican government will maintam its current foreign exchange policies. ‘See Jram 3. Key

Informatton—Exchange Rates .




S " TAXATION .- 7 , ,
" Thefoﬂoﬁ:ingsunimrymmajmadﬁmm&iofminMuﬁmkdéﬂandU.S.&daﬂ_
income tax consequences of the acquisition, ownership and disposition of L. Shares, A Shares, AA Shares,

LSharcADSs,oxAShn:ADSs,bm_hdpamtpmpmmbeacmthmsﬂcdacﬁp&mofaﬂofﬂm
.momsid_era:imsthatmaybemlevan;madedsimtopwchzse.holdote}e]]sh_z;:sbtADSs. ' ’

v 'I'b:Cnuw:mionforﬁleAwidmcéofDoubichﬁonandththvmﬁbanFisu!Ev:sinnand‘ S

. a Protocol thereto between the United States and Mexico entered into foree on January 1, 1994 and has

been amended recently by an additional protocel that entered into foree July 3, 2003 (the “Tax
Treaty"). The Untted States and Mexico have zlso entered ito an agreemesit concerimng the exchange of

mfmmaucnwxﬂ:rspecrmuxmm

Ths&mﬂmdés@cmﬁﬁﬁaﬂiaﬂdhﬁ&mﬁ&dx,kgﬁ«m:&Mm
holders. Ih:cﬁ.scwﬁmisforgamhfmnhﬁbnmposmmlymdisbamdwm&daﬂmhmoi

Mexico (mecluding the Mexican Income Tax Law and the Mexican Federal Tax Code) and the United
Stamgasincﬁhctonmedamofdxist\nnualRq)orr(indudingthe'l'?n‘rreaty),wl:iichatcwbjectto

change, and such changes may have retroactive effect, Holders of shares or ADSs should consult their
- own tax advisers as to the Mexican, US. or other tax consequences of the purchase, ownership and
“d::sposiﬁmq{shmsorADSs,inchd@gg,inpa:ﬁnﬂir.ﬂmeﬁ'ectofmyfou:ciglx,smo:localmliws.

i.r\[txi'un Tax Cnns:demﬁnm ) - .. . .
Théfoﬂﬁﬁdngsagurﬂinnﬁmzjof&rpﬁncﬁmmm:mdﬂﬁzmﬂcmhm

Taxl;rw(Lg‘ddhnmmsob(cbmw)mdﬂmm!sand;egmaﬁms&ﬁemda,mcmmﬂyin

cffect, of an investment in shares or ADSs by a holder that is not a resident of Mexico and that will not

_hold the shares or ADSs or a beneficial interest therein in connection with the conduct of a trade or
business through a permanent establishment in Mexico (3 “nonresident holdec™}’

. Fer purposés of Mexican taxation, the definition of residency is highly technical and residency

fesults in scveral siuations. Generally, an mdividual is a resident of Mexico if he or she has established

hiso:_rherhnmcinMex‘mo,orifh:orshehas}dsothercmmofmmMmdco;:coxporarionis

camduedaresidunﬁi;ﬁimmnmdmdu&ebmof@om&hhﬂaﬂb!ﬁhediﬁhﬂdqmm
" in Mexico. Hmvnu,mydminzﬁmofmsﬁknctshoulduhinmmmmcpmﬁuﬂusimaﬁmof

each person or legal entiry, :
Tax Treaties '

Provisions of the Tax Treaty that' may affect the taxation of certain U.S. holders (as defined in
—U.S. Federd! Income Tax Considerations) are summarized below, .- . ot }

The Mexican Income Tax Law has establishéd procedural requirements for a homesident bolder

. d:'spoéingofhissharﬁvobemﬁﬂed,mthebmcﬁtéundumyofthcuxmﬁ:'smwtﬁ:hh{cxicois: o
" party. Thmpbéechrﬂmqtﬁ::mmuindudcthcobﬁgnﬁmm@mtmmtymsidmcc,md

{0) appoun a representative in Mexico for xation purposes.
" Payment of Dividends '

Dividends, cither in cash or in kind, paid with respect to the of L Shares, A Shares, AA Shares, L

" Share ADSs, or A Share ADSs will ot be subject 1o Mexican withholding tzx. -




' "51' Taxarmn ofl):sposiﬂom B

UnducunuﬁMcxxanhwzndmgnﬂams,ﬂmmsmbwsforﬂmeﬁxmﬂhmﬁesm

'mposemxesmmmmahmdbyanmsdcmholduﬁomad:sposmmofshxcsmADSs provided .

. that {i) the transaction is carnied out throughi (3) the Mexican Stock Exchange, (b) other securities.  * -
:exchmgesormxinetsapmwcdbyth:MmMimstryomemcenr(c)oﬁusecunn&.exdnngtsor ‘
ma:kcswzmamplesccmucsmdmgﬂwmlocatedmcmmthwhmhiﬂmwhascmdmman‘ '

" incame tax treaty, such as the New York Stock Exchange, the Frankfurt Stock Exchange, NASDAG and
" thé Mercady de Valores Latinoamericancs e Evros (LATIBEX), and (if) certain other requireménts are

met. In'addition mcome realized by a nonresident holder from tendering shares or ADSs pursuant 10 a

" public tender offer may be exemupt from Mexican taxation, provided that certain requirements are met.
: Sales or other dispositions ofshzesorADSsczmcdnmmothqwcmmmesgmmﬂymstﬂyjedw
) .'Mmcanmx,mpﬁothcc)mmthzt‘amdmrholduxschg:blc fmbmcﬁwmduanmcometax ’

ﬂ'eatymwh.\chMmcolsapany O i
" Fer non—rcsxd:n: cn:pol:mons and mdmdmls tiut donmmectdaereqmmms mcnnonul

... above, gmssmcomcobtamcdonﬂmszleordspomumofshamswﬂ!besuhjoctmS%tzxxfthc .
L ttansachomswncdmnﬁncughlhchkmmSmckEmhaugcoroﬁmmucsmkmapprwedby

.., the Mexican Ministry of Finance. Under certain circumstances, non-resident corporations andmchudm.ls. '
"ahﬂnztwcly,

'yelectwpayaza%mmmenctmxmmafihcmacnm L

e PmsmmnodeaxTrwy gmmrmhzadbyzus hoider(asdeﬁncdm —(;S Fadem!fncamc
Tm'Canszdemﬁom)ﬁ*omﬂmsalcorotherdlqmmmuofdnms,c\rm:fdm sale or disposition is not:

s :camcdmnmdu&lccummcesdesmbedm&eprtced;ngpmgmphs,mllmtbcmb;edtol\dmcan T
: . income tax: provided that such US. hﬂidcrownedlcssthanZS%ofthcsharcsrcprmgmupml
KK ;stock(mchxdmgADSs) chmc!lyoxmduectly, dunnglhe tz-monﬂ:pmodpmccdmgmxhdxsponm

Inm.herca.s&s mnxes:dmtholdc:swﬂlbesubjecttol\{mcznmm:maut}wsﬂeorodlu '

g ditsp‘wmonafsharesorADSs Smhmmestdenlholdmshmﬂdommﬂtmd]ﬂ]mowntzxammasm
; how!\{mmmcomcmxwauidapplymd:mmma i ) :

: OtherMmcan Taxe:

Undetcemmc:rmmmnces anonmudmfhoidamlimtbchablcforcm mhentancect

) 5nﬁlamswxﬂxrcspcdmxﬁhnldmgsofshuesorADSs A gratuitous transfer of shares by a . o
" ponresidérit holder, héwever, may in certain circumstances result in the imposition of Mexican tax upon

the recipient. . T?marenoMmcznstzmp lssucrcg;smonnrsmlarmspayableh} anomestdem
boldcrwnhrespcctmsharesorADSs . . .

D S Fedeml I.ncomr Tax Cons:rleratmns

TheiblimngtsasummaryofccﬂamUS fcdmalmwm:tzxconsequ:nccsmUS lmld:rs(as'

. ﬁeﬁn:dbeiow)ofthcacqmmm,owmhxpanddlsposmonofshmorADSs The sunmmary does not.
. purport to be a comprehétisive description of all of the tax consequerices of the acquisition, ownership or

disposition of shares or ADSs. The summary applies only to U.S. holders that will hold their shares or

".. _ ‘ADSS as capital assets and does not apply to special classes of U'S. holders such as dealers in secuities or -
T ummes,hoidetsmﬂxaﬁmom}mmcyozhﬁ'ﬂmthrus dnilar }mldmofio'/-mmcreufmr

; - A szsrcalxzedbyorhc:mes:dcmholdﬂs:hatamcixgﬂ:kmmcu\rebcmﬁtspmsuammc&m ’
mmmmheswwh:chMcnmsammaybcmﬁomMmmomcuxmwhokorm' ]

. pat NonUS ho]dcrsshomdcomulnhexruwnmadwwsastothn:posmhlcchgxhhtymdumch :

Sl treatied” o a5 '



voting shares (whether held directly or through ADSE ar bath), tax-exednpt organizations, fFaancial-

instisutions, holders lisble for the alternative minimmim tax, securities raders electing to acooumt for their
'm'smunmdrushmmADSsmamﬁmmmdpumhddmnghmwADSs

mahcdgxngmacuona:spmofasnddlcormmmmum

Forpmposcso{dnsdlsmssma “Us. holdcr”xsaholdcrofshzresurADSsthatxs

. aunzmormsxdmtofd:cUnm:dSntsofAmm o

. aompar:noumgmuedmduth:husof:thmmdSmsqumcamnymthﬂmﬁ‘
. o .

. oth:m'lse snbjecuoUS fuicnluxomeunhononaa:tmmm:basxsmthrspu:twlhe
shansanDSs '

Each U.S, holder should consult ‘such hoMer s awn fax ad‘nsor cnncemmg the meral] tax -’

consequences to it of the ownerslup or dispouucn of shnm or ADSs that may arise under foreign, -

state and local laws.

TrmmmlofA.DSs - .

Ingmcm!.aUS hoiderofADSsmﬂbcucmdasdmmmoftheshmrepxmdbythosc'

ADS-sforUS federal mcome tax purposes. Deposits or withdrawals of shares by US. holders m .

‘exchange for ADSs will not result in the realization of gain or loss for U.ST fadem]mcomet:xmnpom , .

US. holdu'sﬂmat\utluinwanyshmshouldconsuhthmownmadvasorsregardmgd‘ncutatmmmf

i -.myforum:cmmcygmorlossonmypcsnsrecewedmr:spmofsucbshafs

Taxatlon of Distrfbunam

Intlnsdxscussmn.weusethemm“dmdmds"tom&nchmbuuonspndmnofmncuuunot
accumnlated earnings and profits with respect to shares or ADSs. In general, the gross amomt of any
dividends will be subject to U.S. federal income taxation: Dividends will be paid in pesos and will be
inclucible in the income of a U.S. holderina U.S; doﬂarmomcaicﬂﬂedhvmfmlntheexdnnge

rate in effect on the day that they are received by the U.S. holder in thé case of shares or by the depositary

e the case of ADSs. U.S. holders should consult their own tax advisors regarding the treamment of
foreign currency gain or loss, if any, on any pesos received by a U S. holder or depositary that are
converted into U.S. dollars on 3 date subsequent to receipt. Subject to certain exceptions for short-term
and hedged positions, the U.S. doﬂz:zmmmofd:wdmdsrecm’cdbyznmdwxdmlmnrmhmm}l
2009mlhrspccttoﬂ1eADSs L Shares and A Shares wilf be subject to txation at a maxmmim rate of
5% if the dividends are “qualified dividends ™ Dividends paid on the ADSs, L Shares and A Shares will
beuuteda.squahﬁeddmdmdnf&)wemchgﬂ:hforthebcncﬁtsofaccmﬂrnnvemomeux :
treaty with the Untied States that the Intemal Revenue Service has approved for the purposes of the
qualified dividend rules and () we were got, in the year prior to the year m which the dividend was paid,
and are not, in the yrar in which the dividend is paid, (3) a passive foreign mvestment company, or PFIC,
or (b} for dividends paid prior to the 2005 tax year, a foreign personal holding company, or FPHC, or
foreign investment campany, or FIC. TthaxTrcazvhasbmnzppravcdforlhepmpowofthethﬁed
dividend rules. In addinon, based on our audited financial sttements and relevant market and
sharcholder data, we believe that we were not treated as a PFIC, FPHC or FIC for US. federal income tax
purposes with respect to our 2003 or 2004 taxable years. In addition, based on our audited financial -
statemnents and our cuént expectations regarding the value and nanire of our assets, the sources and-

nature of our income mdrdﬂmmkmmdshzeholdad:n,wcdomrmnapambecommgamcfw_
our2005mzbleyur .

A



————— i

bcmmdasUS som'ccgamorlnssforUS forugnm::edrtpmpom )

st TthS Tmyhasmomd:mmtumnnmpmmnlgatemlsmmhwhmhholdemof
ADSsmcommsmckmdm:modm:sﬂarougilmmmhsmmmmheldmnbepmmdm R

.- rely on cemificatons from issuers i estiblish that dividends are tredted as qualified dividends. Because” i 7 '
T slmhpmcc:hmhavenmyetbemmmd,1tlsnotcl:arwh:dlcrwcmilbeab1etommpiymﬂ1d1m T e

Holders of ADSs and common shares should consult their own tax advisers mgardmg the M!Iabiliry q‘f -

t.he mducea' d'ma’end tax rate in Irghr af their awn parﬂmlar cm.:msrances

‘Dividends paid by us will st be eligible for the dividesdsrecéived deducuonallm'edto o

} corpm'zuonslmd:rtheUS Imcmle:vamcCodeofﬂBﬁ asamcndcd(thc Code”)

- DlsmbuuonsofaddmmzlshafcsotADSsmUS holdasw:threspccttod:mrshzruorADSs

) .:'_':ihmxtemadcaspznofapmmtndasuibmmntoaﬂofmrshmtholdusgmﬂzﬂywxﬂnmbemﬂ)jmto
- US fedenlmcomem' : R

TmﬂonofDispasmam _' LT

AUS. holdcrmllrccomzzgamorlossmthesalcorurhadlmnmofthrshzesorADSsm

+ an amount equal to the difference between the U.S. halder” s basis in such shares or ADSs (in U.S. doilzrs)" -

and the amount realized on the disposition (in U S. doilars, determined at the spot rate on the date of

S ‘,d:sposmonxftheammmtmhmd:sdmmmmnedmafmmgncmmcy) Gamorlcssmhzcdbyatjs

s ':jhalda'onsmhsalemoﬁrrd:sposmmgmaa!iymﬂbclmg«:mmpm!gmnmlossliaxﬂzenmeof

"1 ; disposition, the ghares ar ADSs have been held fof miore than one year. - “The pet amountof fongterm - . =
- capital gain recognized by an individual holder is tawed at a reduced raté, Suchgamorlossgmaaﬂymll'i: S

Gmn,sfany n:a.l.xzedbyaUS hnldn:rnnthtsaleoromenhsposmunofﬂmshmorADstﬂ .

o beu.'éazedasUS soirce income for US. foreign tax credit purpcses. Consequently if a Mexican .-

wnhlmldmgmxzsmposedonﬁmsﬂeordtsposmmofLSharmorASharﬁ aUus. holdn:rtlmdoesno:_'

: rmvcmgnﬁamfwsomm&nmothﬁmmmaynotbeabletodenveeﬁ'octwcus Lot
- foreign tax credit benefits in respect of these Mexican taxes. U.S. holders should cansult their own tix R
:ad‘msrcgardmgtheapphmnanofd:tfwagnmxcmdnnﬂ:smthnrm'estmmtm,anddxspos:mno{,' :

_'LShamsorAShares : S T .

L Emcimngf of Shares -

AUS hoidcrscxchmgtofAShmsforL Shamuqﬂmtconsﬁmammblccvmtforus

- fedemimcomtmxpmposes _An exchanging U.S, hoidermilhwumbas:smﬂ:eLShamsequalmﬂn:
. basis such holder had 1n the exchanged A Shares. An exchanging US. holder’s holding period for the L

] -Shzxcswxﬁmchxdcth:holdmgpmodsthS holderhadmﬂmASharcsbcfm'csudJshamswm :

i cxchmgcd. .

AUS holdcrscxchang:ofLSharesfo:AASharﬁ mumnwﬁleopummmchangcm

. mspectefsmhLShzes,wxﬂmtmnsamaﬂnblee\mfmUS federal income tax purposes. An 0 U . -
7' exchanging US. hoidﬂ'mllhaveataxhaslsmmeAAShmsmcavedcqua!mﬂwbasxssuchholdcrhad .
" in the exchanged [ Shares. ATUS! holdusholdmgpmodfnrAAS!ntestccm'tdmszmhmcxthange
: mﬂmch:dethcholﬁmgpcnodsuthS hnIduhadmtthShmprmrmsuchexchange

ok

Ilgfonuanon Repamng rmd Baclmp F:tl:lroln‘rng ) . : S
mmdmdson,andpmceedsﬁ'mnthe saleoroﬂ:crd:sposmondthrshxcsnrADSspmdto 2’

USs. ho!d:rgmﬂymzybcsubjcmmﬁzemfmmamnmpomngmqmemm:softhcCodcandm:ybe

subject !obackupwnhhn!dmgunlessﬂmhold:r ‘




"o ésuablishes that it is 2 corporation r atber exempr holder; or

.. midmmmuxpayuidamﬁca&odmﬁnb«mam@mpl&edlﬁmm!
R:vmmSuvammW-9andcuuﬁ&thmmlossofcxm:pnmﬁnmh@pmxhholdmg
has occrnred. -

Theammcfmybachmwrﬁ:hohmgﬁnmapaymunmahnldumﬂbcﬂhweduaaedﬂagmnﬂ&c
U.S. holder’s U.S. fedaaimomemhabthtym:dmaymﬁeswhholdermareﬁmd,pmﬂdedth:t

_ ccnam required mfo:mznon 15 furrushcdm the Scnm:c

U.S. Tax Comtquem:es for N -[? S koldm

Distributions. AhnldttofsharesorADSsdm:s,wzthrespeatoduUnmdSm afumgn '
corparation or a non-resident alien individual {a “non-U.S. holder™) generally will not be mh;ecthS
frderal income ar withholding tax on dividends received on shares or ADSs, unless such meome is :
cﬁ':cu\tlycommmdwnhthccmdlmbyﬂlchoidﬂofaus trade or busmess, T

Dispasitions. A non-US. holdu'ufsharcsotADstx!lnmbcs_'ubjccthS frduzimmm:or B
wnhholdmgmongamrealmdonmesakofshztsorADSs unless: L

. .smhgmn:scffccuvclycnmdmﬂ:ﬂmmmhmbyﬁmhnldﬁofaUS lntkorblmnﬁs '

. mmecmofmmﬁmwmmﬁmmm zhzhowaismiﬁme'umsw" '
. fm’183daysormmﬂtcmbicyu:ofth:szlcandcmoth:rcandmmmmﬂ
Information reporting and backup withholding. Alﬂ:m:ghnnnUS hnldcts gmﬂnllyan:mmpi o

from backup withholding, a nen-U.S. holder muy be required to comply with certification and
1dmnﬁmmpnmchmmordzmmbl&hma.cmpﬁmﬁmmfmmmmpwnngzndbuhm

: w:thholdmg,

CORPORATE GOVER.\AZ\CE FRAC'I'ICES )

meammSccnonSMA_lloftthxslchompznyMamnloflinchmkSmckExchange )
(N'YSE) and Rule 4350(a)(1) of the NASDAQ Stock Market, In¢. (NASDAQ) Maiketplace Rules, we are
reqmrcdtopmwdeammyofﬁws1gmﬁmmways:nwh1chmwcorpmaregmmepucucesthﬁ‘er o
from those required for U.S. compamsmdﬂ'theNYSEmdNASDAthﬂng snndards :

- The tzble below discloses the sxguﬁunuhﬁ'ﬂmcsbmvcmmn'cm'pmz:c gmunzn:c pr.icnces
and the NYSE and NASDAQ standards.

Director Indfpcudmce Ma_rarfg Directer Independence.. Majoriy Dl'rrcror Iudqufmn Pur!-uau:
afbaard' afa‘lrﬂ:l‘ors must bs - of board of directors must be - - .to the Mexican Securities Muke‘t
independmt. "Conérolled " indepandant and directors deamed” ' Law and our bylaws, our
companies, " which would include indapandent must be identified ina mnoid_ets are required 1o appoint
our company i we were a U.S. listed company's proxy statement - a Board of Directors of between five
Lituar, are exempl from this for annual report on Form 10-X or 2nd 20 members, 25% of whom
requirement. A conpolled company  20-F if the issuer doss not file a must be independent as defined

is on# in whick more than 50% of  proxy statemens). "Controlled uader the Mexicen Securities =

the voting power is hald by an - - companias, " which would include Market Law.. Our Board of

- 90




NYSE Seandards

" individual, group o anather

company, mﬂur than the pubm' :

§3OJA O'I

NASDAQ Standardy

a'urmm):'mn}.'ifwwma U.S. -

. Lisuer, ars ecempt from this

reguiremant. A controlled company

g ;ngg"rttr (‘mr 'ﬂ_‘u;_anvte:‘_

Practices

B

? Duecmnunmr:qmmdmmhl

determination as to the

1

13 ona in which mere than S0% of .
. the voting power is hald by an

individual, group or another
comparny, rather then the public.
Rules £350(c)(1) & (c)(3)

on

-ind, P e of our dllﬁclﬂli‘

The definition of independence

under Mexicin law differs from the

NYSE and NASDAQ standards.
Under Article 14 Bis of the Mexicad
Securities Market Law, a director is

mlindtpendemifmchdimcwris:,

: ‘(1) - . an exdployee or officer of

the company (myu: cnolzng ’

off period); -

)  nsharcholder that,
without being a0 employee or -
officer of the company, has
influence or euthority over the
cumpaay [ oﬂ'ic:r: -

(i) a consn.ll:lm, ot partoer or

employee of a consultant, to the -
company or its affilistes, where
represents 106 or more of the

" overal] income of such’

" consultant;

(v)  animpostant client, |
supplier, debtor or creditor (or a
pariner, director or employee

" thereof). A cliem and mpplier is
considered important where its
sales to or purchases from the
cOompany represent more than
10% of the client’s or supplier’s
total eales or purchases, A debtar
of ereditor is considered -

important whenever its salestoor”

purchases from to the compagy
represent move than 15% of the
dehmau-rc:ed:ux s total sales
orpnrchne:

(v} © " anemployee of a non-

- profit entity that receives

contributiazs from the company :
that represent more than 15% of

* the total contributions received;



Exrcutive Sessions. Non-
managemant directors must meet
regularly in executive sesifons

ﬁ'AS n' AQ El]!ngqlg;“'_ -

Executive Sessions. Indepandant
directors must mest regularly in
axecutive sessions at which only =

without managament, Independent
directors should mest alona in an .

, executive session at least onc a

ycar $3034, 03

Nomtinating/C omorarr Governance
Committee. Nominating/corporate
_Eovarnance commisies of

" indepandent directors is rnqmrcd
The committse must have a charter
specifiing the purpose, duties and

- evaluation procedures of the

commites. "Controiled

" companias” are exampt from thase
reguiremants. §3034.04 -

- Compensation Committes. )
Compensation committee of *

indspendmmt divectors is required,
which must evaluate and approve
axccutive officer compensation, The
committae must have a charter
specifiing tha purpose, duties and
evaluation procedures of the
contmittes. “Controllad

d dant directors are ¢ prasent.’
Rulc 4550(:')('.’)

. '. . N
st!izi .

) " aCEO or other high
ranking officer of another
mulnchthensmers

. CEOe:oﬂxerh:ghrmhng .
o‘tﬁwnllmemberaﬂhe Botni

of Dn'ectm or

(vii) - "‘&tm!y memhu"‘

related to any of the persons

mentioned above m (l) ummg::
B A
“Family m:m.ber" mclndet L
person’a :pousg conevbine or other
relative of up 10 three degrees of

inity and affinity, in the

case of (i) and (ii) above, snd a
spouse, conrubine or other relative
of up to one degres of cansangoimiry

muﬁmymmemeof(m)mpr -

(wi) abot'e :

EurumcSmwns Ourm- .
ngun:mdxmctmshwemheld .
executive sessions withoot -
management in the past, mdundet
our bylaws and applicable Mexican

. .hw,thzymagtrequiredmdoso.

Neminating Commirtee. Director '

noniiness must be selected, or
recommended for the board s
selaction, either by o0 nominating
committes comprised solaly of
indapenden: directors or by a
mafority af independent directors.

Eack listed company also must ~ .

certify that it has adopted o Sfarmal
charter or board rasolution
addressing the nominations process. -
“Controlled companias " are axempt
Jrom rthis requirsmens. Rules
4350(c)($)C4)-(B) & (e)(5)

Compensation C‘ommirru CECQ .

’ _ compensation must be dn‘mmncd

or recommended to the board for
determination, either by a
compensation committee comprised
salely of indepemdint divectors ora
mafority af the independent
directors and the CEQ may not ba
present during voting or

92

Nominating Committes. We do not *
have a nominating committes or
CoTpOrate gOVEMNADCE comihiittee.

. We are oot required to have a’

nominating/corporate povernance
commitiee, and it is oot expressly
recommended by the Mexican Code .
of Bﬁt Corporate Practices.

A: a controfled company, we would 7

be exempt from this requirement if T
we were a U.S. iscuer. - '

Compenmnnn Commimw We are
ot required to havea compensation
committee. ‘As recommeanded by
the Mexican Code of Best Corporate
Practices, we bave &n evaloation -
lﬂd ion (n" 3t th!
mﬂnben of which are mdependml

. as independeace is deficed under - -
_the Mexican Securitics Markes Law.



" companies™ ars exempt from this

requirement. §3034.05

Audit Committee. Audit commitros .
satisfying the independence and

other requiremants gf Rule 104-3
under the Exchange Act and the

. more stringeni reguiraments under
* the NYSE standards is mqmnd

§,‘3034 96, 3034.07

Equity Compm:séﬁ on P!én's:

Equity compensation plans require
shareholder approval, subject to
limitad ampuom §§303A 08 &

312.03

Rule 4350(4’)

35001 - -

e a ',15 : QﬂQs:;m‘lim_?- :

dellbamnom Compcuxatwn af mH'

 other executive gfficers misst be
) determined in the sama mcmmr
. rxccpr that the CEO, and any other

Xecutive o_ﬂicm. may be presant:
“Controlled companies " are exempt

. JSrom this reqmrmuﬂt Rules

4350#)(3)!14) (Bf & (6)(5)

Audxf Camm:ﬂu .-!udrr :ommmu'

: satlsfnrrg ﬂu independence and
* other Fagnirements of Rule 104-3-
. under the Exchange Act and the ~
. ‘more stringent requiraments under

the NASDAerandard: is rsqmr-d

Mumr_emmm

.-‘,Asnconuuiledmmpany,mwuuld .
B beexenptﬁ'omummqmmd D

":wewemlU.S issuer. . .

Alu:ﬁt Commifter.. We have ag andit -
"cmmuneeufthrumbas Esch -
-menmber of the andit committee is. . -
. mdependent, as mdepend:nct:s -

" defined under the Mexican. ©  *

- Beturities Market Law, and also |

_.meeu:hgmdepend.mne Lo
- requiresients 6f Rulé lOA.Sxmder

.+ e U.S. Securities Exchange Act of

' 1934 as amended. Qur zudit

committes operates pnmmly

p‘msmtlo:wnttmcharletadopted- e
:. by our Board of Directors. Fora . .
* detziled description of the duties of

onr andit committee; see Irm 6

" _Diréciors and Officers of " -

Egm'h Comnsnhaﬂ Plam

shareholder approval, :u!yrcr b
limited ncmpmm: ‘Rule-

Rzgurmnf—:!ud: t Cammmn.

. :‘ .Eqmi)’ Compmmnon P!mls

" Equity -:ampﬂuanon phn: uquln : ;
. e.xpﬂesslqummdmduMum .

Shareholder approval is not’

law or our bylaws for the adophun
and amendment of an equity-

compensation plan. However, |

" regulations of the Mexican Banking .

and Secunties Commission require -

’ !huthnldcrlpprm'a!unducertm

B -:ucmhm:es

e




. NYSE Standards

" Shareholder Approval for Issnance .

of Securities. ' ssuances of

© securities (1} that will result in a

change of control of the issuer, {2} .
that are to a relared party or

" someone closely related to o related

party, (3} thar have vosing power
equal fo af least 20% of the
outstanding common stock voting

© power before such issuance or (4)

thar will increase the number of
shares of common stock by at least
20% of the number of cuistanding
shares before such issuance require

shareholder approval. §£§312.05(b)-

T

Code of Business Conduct and
Etkirs. Corporate governance
guidelines and a code of business
conduct and sthics ir required, with
disclosure of any waiver for
directors or executive officers. The
cade muss contain compliancs
standards and procedures that will
Sacilitate the effective eperation of

. the code. §3034.10

_Caqﬂim of Inun!r.
Detarmination eof how to revisw and
oversee related party ransoctions is

left io the listed company. The audn .

committes or comparable body,
however, cauld be considered the
Jorum for such raview and
ovarsight ' §£307.00 Certain
issuances of common steck toa-
ralared parpy: require shareholder

. approval. §312.03(b}

Solicitation o}‘Pra.ﬁa. Solicitation
of proxies and prdv:smn of proxy
materials is required for all

meetings of shareholders, Copies of mumrgs of shaveholders. Capies af
" shareholders. In accordance with

such proxy selicitations are to bs
provided ta NYSE. §§402 00 &
402.04 .

" NASD .-AQE[indnr:I-s .

Slm reholder Appmnl  for Isshance
of Securities. Issuances of
smnnn {1} that wi!l resultina
change of control of the issier, (2}
in connection with certain -
acquisitions of the stoek or qsu& of

' another company or (3}in .

connection with certafn transactions
‘ather than public offerings reguire
shareholder approval. Rules . -

430N ED)

; ‘ Code o_'f anme:s Candn-n.' and -

Ethics. Corporate governance . .
guidelines and a code of business -
conduct and ethics is roquived, with
disclosure of any waiver and the
reasons for such watver for
directors or executive officers. The

" ¢ode must inclnde an enforcement

mechanism, Rulg 4350(n)

Conflicts of Tnrerest, Aj:pmpm;re

- review of all related party

transacrions for patential cm'gﬂicf of
interest situations and gpprovel by
an audit commiittes or another .

. independent body of the board aof

dirgctors of such bransactions is
required. Rule 4350(h)

Seliciration of Proxies. Solicitarion
of proxies and provision of proxy -
materials is required for all

. such proxy solicizations are 1o be
provided to NASDAQ. Rule 4350(g}

. bur Cm. rate Govtrnance ’
’ ' . ‘ ‘ .. o

S‘hmhahk}:ipprumi fa;l:muu;v

of Securities. Mexican law and onr

"~ bylaws fequire us to obtnin

shareholder approvat of the issnance
of equity secirities.

. Codr of. .Bu.s-inas Conduct uu.d

Ethics. We have addpted 1 code of
ethics, which has been accepted by
all of our directors and executive
officers and other personnel. A
copy of our code of ethics is
avazilable on our web site:

 www.telmex com.

C‘an‘ﬂictt of Interesi Inaccordance
“with Mexican taw and our bylaws,

the aadit comunittes must provide an

. epinion regarding any transaction

with a related party that is outside of

. the ordinary course of business,
" which mnst be npproved by the
Board of Directors. -

Selicitation of Proxies. We are not
required under Mexicon law to

splicit proxies or provide proxy
materials for meetings of

Mexican law and our bylaws, we -

. inform shareholders of all meetings

by public notice, which stabes the
requirements for admission to the
ting. Under the deposit
agreement relating to our ADSs,
bolders of our ADSs receive notices
of shareholders” meetings and, .
where applicable, instroctions oo

i
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 how 45 vote at the sharebolders’
meeting either in persen or through -

a person having a proxy specifically

" deriguated by the sharcholdes.

.P_c.ch.cwh, A listed company -
* " must be audited by an indepamdent

public accountant that (i) has

review by an indepandent public
accountan! (“pedr review”) that

Prer Revien. men. $C.a
- pafmber pru:uce of Ernst & Young
) ‘- Global, our independent auditor, is
. received an external quality control
E te:muee_&nedmuumphum :
. 43500:) .

not mbject to “peer review” m such

detérmines whether the auditor’s

" system of quality control is in place
and operating affectively and . .

 whather establishad policies and .o
pmcadum ond applicable auditing |
standards are being fellowed or (i) .,

it enrolled in o pear review - .

_ progrom and witkin 18 months’ )

receives a peer revisw that meets . .
acctpmblc guidsll‘nu. Ru!: 4350(&)

BT L DOCU\IE\'TSO\DISPLAY; o
. Wcﬁlcrcpm‘ts mclmhng mnnirq:msonl?oxm 20-F mdoﬂmmfotmauonwnhﬂm SEC

’ pirﬁnmmthenﬂ:sandmgﬂanonsofﬂmSEC&mapplymfmgppmmmm You may read and

copy any materials filed with the SEC at its Public Reference Room at 450 Fifth Street, N.W

" Washingion, D.C. 20549. Ymmayobtammfmmanmondropuzuonnfthc?ubhck&rmcem

by calling the SEC at 1-800-SEC-0330. As a foreign private issuer, we have been required 1o make
filings with the SEC by electronic means since November 2002, Any filings we make electromeally wll
be available to the gitblic over the Internet at the SEC’s web site at www.sec_gov and at our web site at

" “www telmex.com (This URL is intended to be an inactive texinal reference only., It is not intended 1o be

an active hyperlink to our web site. The information on our web site, which might be accessible through

’ ahypu'hnkrmﬂhngﬁ-omﬂnsm mnmandshallnotbedeemedtobcnmp«atedmmthasmnl

chon)
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: . dollars. See Iem 5. Operaring and Financial Review and Prpsmc&—-}{edgmg.

denominared n Brazilizn raais and P.l.229lmﬂljmw;s

" of Décember 31, 2004, we had P.6146 million in
" purposes, Our markrtable securities are carmied at

. iht‘nughtheuscgf_ﬁnancizlinshméms. Fromﬁmewﬁmeweuscﬁnmcizlinsuummxstommgcow' :

- effect would be fally attributab

Ttem 1. Quantitative and Qualitative Disclosures abot Market Risk

EXCHANGE RATE AND INTEREST RATE RISKS.

Wcﬁm&dmmﬁﬁmmmmaﬁmgem,MEMIm !

and changes in market prices of publicly traded securires.

“rates. WehadP.54.310mﬂﬁmbfindebtrdnﬁsbea;mgimmﬁnaﬁngmmsnbcbembaﬂ,zw.ﬂ
: mzwz,mbcganmmingmminmmmmapsmduwhichmpayﬁMmcMhpcmsmd
. recerve floating-rate interest m pesos. In 2003, we began emtering into U.S: dollar-denominated toerest
rate swaps under which we pay fixed-rate imerest in U S, dollars and receive floating

. Ex&mgénmﬁskcﬁsmpﬁndpﬂy'\ﬁmmﬁ&tmmhm&sdmoﬁﬁna&dhm
other than Mexican pesos. Asofl)_ocembcr3l,2004,indebtc:hssduxmﬁnzmdinfm‘dgncmmdes

was P.81,291 miilion, of which P.75,718 miilion was denominated i U S, dollars, P-4 344 million was

" Market price risk exists principally with respoct to our publicly-traded marketable securities. As
marketzble secutities, which we hold for trading - -
mzxke'n’zlﬁg.andgxinsmdloﬁsa::cmg:ﬁzcdin
_our statzment of income, We do not use any denivative instruments mhndgeom-mzdnlenblc securities.
T -Wemgﬂzdjrasxsomei@oﬁnemdmoﬁmm&gmm@cdﬁéﬁgb, for example
market risk exposures. Since late 2001, we have catered o hedging transactions with respect to ouxr
.U.S. dollar-denominated indebtedness. We use these wransactions, which may be foreign exchange -
forwand exchange and option contraces, to hedge against changes in the exchange fare between the U S,
- doHar and the Mexicah peso. See Jtem 5. Operating and Financial Review and Hvspecu—Hedgmg._ )
IR SENSITIVITY ANALYSIS DISCLOSURES -
Exchange Rates ‘ ’ ‘

inci ; i ,reﬂecti.ngthehuusa:lcosuinpemsofm’icingfmeig:,
exchinge rates affecting the foreign currencies in which our indebtedness is desominated. .

‘ Interest Rates

mmmm&'ﬁm‘ﬂmofﬁmmmhldnbmn, 2004 thar
approximately P.784 million, This
le t0 the impact of the interest rate change on fixed-rate financia] assets
and liabilities. A ypothetical, instantaneous and unfavarable change of 100 basis pomnts in the interest
mczpplicabletoﬁoan‘ng-n:e&nzncia]mandﬁabiﬁﬁ&hddn&cembun.mm‘wuldhzw .
mﬂmdinaddiﬁmﬂinmupmsgofapp:mmmlykﬂsnzillimpq}w,ammiﬂgnnchmgcinﬂm

9 ..

ing-rate interest in U.S.




' \Iarlm Pntes

 principal snoatofsuch indebiediiss The sbove sensiviy analyses s base 't asumpeion of i -

.- unfavorable lwhzmpmmmm of the interest rates applicable to each bomogeneous category of
fmancial assets and Liahilities.” A homogeneous category is defined according to the currency in which

financial assets and tiabilities are denominated and assumes the same interest rate movement with each .
homogeneous category. Asaresultunmra::nsksmsmvuymalynsmzymtzthumpamof

' mn:utmeﬂucnunons forsmhﬁmncﬂmsmxnnns zscnns:stulﬂymfawnble

: Thcpcmnuzllossmfmmhscofmarkenblcseummbdanmbcn 2004thatwom:l .
hzv:rmﬂmdﬁ'omahypothmmi,mmusmdunﬁwnbiclm chmgemthcma:k:lmoeofnth )

secmnsum;ldhavebemwmmzmlmeSnn]hm : RN o
: ltzm 12. Descnptmn of Secunhﬁ Other Thnn Equity. Secuntes - :
Not apphcablc S
i a L
; - 97



PART o
Item 13. Defaults, Dmdend Arrenrnges n.ud Delinquencies

None. : a v

Item 14. ‘\htennl \Iodlﬁcatmns to the nghis of Semrlties Holders and Use of Proceeds I

Non‘e'.‘

Item 15. Controls and Procrdures

’

Wc cam:dolnanﬂ'a}unuonw:du'tl\c supervision andmthihz partiéipation ofouf managemem.' ;

mcludmgmxch;efemﬁweoﬁwmddnefﬁnmalofﬁw ofdmeﬁ'ecuvmessofthedmgnmd
operation of our disclesure controls and procedures as of December 31, 2004 There are inherent
limitations to the effectivensss of any system of disclosure controls and procedures, mdudmgth:
possibility of human esror and the circumvention or overniding of the controls and proceduures. -

Accordingly, even effective disclosure controls and procedures can only pmvlde reasgnable assurance of o

achieving their control objectives. Based upon our evaluation, our chief executive officer and chief
financial officer concluded that the disclosure controls and procedures as of December 31, 2004 were
effective to provide reasonable assurance that informanion reqiired to be disclosed m the reports we file -

mdsub:m:mdath:Sccmncs Ex&mgeAﬁ:smcmﬂed,pmssed nmnnmzrdmdrq;oﬂedasmd

when requn'ed.

Ihathasbeenm&mgemommmlcmnolomﬁnmzlrcpmungdmmgzommhm
matenatly aﬂ':ctulor_nsrason;hlyhh_:}ywm:mzﬂyaﬂect our intemnal control over financial
Item 16A. Audit Commjrtee l-'innnual Expert

Anmmndd‘aﬂckm;th:chmmnnofmmdnmmmuﬂmofomahunatzdmm
has financial experience as required by the mandate of our audit committee. Our Board of Directors has
established that My. del Valle Riiz is an andit committee financial expent. Mr. del Valle Ruiz, who
stuchied accounting at tha Escuela Bancaria y Comercial, acquired his expertise through his role as chief

executive officer at vanous Mrxican banks over the tast 35 years. Mr. del Valle Ruiz is independent, as -

audit commitiee member independence is defined in Rule 10A-3 under.the U.S. Securities Exchange
Act of 1934, a5 amended. See ftam 6. Directors and Officars of Registrani—Audit Committes. .

Item16B. Code of Ethics o ‘:‘ e

) Wch:wc adoptcd a code ofﬂ.hms as d:ﬁ.n:d mln:m 16B ofl'-'onn 20-F Ourcodeofctm:s
applies to all our personnel, including our chief executive officer, chief financial officer, pnnmpal

accounting offices and persons performing similar fiinctions. Onur code of ethics is available on our “web .

site at www.telmex com. Ifw::amendth:prmmonsofomcodeofethmsﬂmapplymou:chxef
executive officer, ‘our chisf financial officer, our principal accounting officer andpusmupufmmmg
similar fimctions, orzf\\egzm:my“’n\a'ofsudlptmmms we will thsclosc such amendmmtor
wm\aronmxrwebsmanhes:m:addrss :
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Item 15C. -Principal Accountant Fees and Services o

 Andit and Non-Aadit Fees-

“The following table sets forth the foes billed 16 us by our independent auditars, Mancera, S.C..a

' member practice of Emst & Young Global, an indcpendent, registered public socountiog fim amd by - - -~
'therEms:&YmmgGlobalmuansdmingtheﬁscalyéaﬁmdndDmdeI,2094;:::12003;v_ -

Year ended December 31,

(in thousands of constant prsos xs of

December 31, 2004)

- Andit fees i : ; : © B3 40732 & P 23648
Andit-related fees e : e 2086 ' L167 .-
Tax fees . - SO — i - S 2§ O
Ofther fees : : ; : -~ . 9% : 2,203 .

Total feas .., - i P. 46120 - P. 27928

memﬂhofmmmmﬁnqndﬂmmemiewofmimqimﬁmdﬂsutmunsmdsmy_ .

" and regulatory audits. ©

.~ . Auditrelated fees in the above table are fees billed by Mancera, S.C, for the review of reporis o . -
., our operations submitted to Cofetel S A IR e e

. '-‘Tu.&csﬁiﬁe:&vinhkmfcsbiﬂad‘b&m' SCfcruxcomphanc:smm .
_Oﬂ:cr&cshd:éabmmﬂbfcmfesbﬂiedbﬁhdah:u:,S.C.painn;i}yml:wémnﬂuaﬁonlof
the security of our information technology n 2004 and assistance in information technology services, an
evalu_aﬁonofmimunalmdiﬁngfpx_mﬁansmduﬁninginm;.- ’ T s e
) '?hcincreaiein2004m'uéhofmefmrfccsbﬂl:dw'lﬁbyrshhm..sxc.wa:safe'sulxofd'lei'- '
consolidation of our non-Mexican operations. R A

Audit Commmee Approvail Policies and Procedures -

. 'Om'mditchmmiimebasésnb!ished pre-approval policies and procedures fqr‘me engagement of
our independent auditors for services. Such policies and procedures outline services thar require specific

- approval on a case-by-case basis and general services that have been approved in advance by the audit

co:miitwe,whichinchxd.-.stammxyaﬂdrcgzﬂmyamﬁrs.mcmmﬁmmemdemluaﬁohofﬂmsgmﬁtybf

our information wechnology. Prior to providing amy services that require specific pre-approval; o

independeant auditor, together with our chief financial officer, will jointly present to the zudit committas 3 - .
" request fof approval of audit services, inwhx'ch'suchpemmsc'onﬁrmdugthereques: complies with -

apg_:licabic rujes. -
Item 16D. Exemptions from the Llslmg Stﬂndmﬂs for Au(_!.i‘t Committees
. Not apphicable.



Item 16E. Purchases nquuitv S«urlﬁes by the Issuer and Affiliated P‘unrhasm

ThcfoﬂnmgubkprmﬁmmfnmmonmLShmespmchasedbymcmmymﬁafﬁhzmd

@

3

purdnscrs in 2004
Weighted Approximste
Averzge Price Peto Value (in
Total Namber  Paidper L Thonsands) of L
of L Shares Share Shares that May
Purchased as Porchsied as Yet Be
- Weighted ~  Partofthe Part of the Purchased
. Total Namher Averzge Price Share E Share ‘Under the Share
Year ended of L Shares ‘Paid per L Repurchase Repurchase Repurchase
December 31, 2004 Purchased™ " Share Pregramm Program ngr:ma’
Japnary 131 60,994,300 P 1878 60,994 300 P. 1878 P. 766,358
Febroary 1.30___ .. 127,700,000 19.14 39,700,000 ] 19.20 ‘ 1,362
225,946,100 19.04 78,436,100 L1901 10,507,665
131,597,700 o0 79,400,600 20.16 . 8904107
May 131 o . 112405300 - 19.07 . 63,028,100 C1905 0 . 7,700,588
Jume1-30.___.._._.. 107,793,600 .  19.04 59,119,100 ' 19.03 6,573,046
Jaly 13l 137,161,600 17.89 63,717,000 ) 17.95 ‘ 5,426,190
Avgust 131 __ . 125328,300 | 18.00 65550000 ¢ 17.99 4,243,580
September 130 118,783,300 18.74 57,857,000 18.73 3,157,520
October 1-31 ... 128690700 1886 ..  58.361,700 18.85 . 2,054 386
November 130 - 35,592,090 2015 34,000,000 20.25 - 9,364,005
December 1-31...__.. 47,671,100 20.19 47,671,100 019 8,400,153
TotalAverage _......... 1,360,664,590 P. 1896 707,844,400 P. 19.05
(1} We do not repurchase our L Sharea cther than through the share repurchase program. An aggregate of

652,820,190 L Shares were purchased by ous affiliated porchasers in 2004. These shares were puschased
through open-marke: mansactions.

We periodically upn:chueomLShrum lhtopenmaﬂ:zinsmgfnad! suthorized by our shareholders
specifically for the repurchase of L Shares and A Shares by us at our discretion. On March 1, 2004, cur
shareholders agthorized an additionat P.12,000,000,000 for the repurchase of L Shares and A Shares, and on
November 30, 2004, our shareholders authorized an additional P.8,0600,000,000 fwthe:epwx:haseofl.
Skares and A Sharex,

This is the approximate peso amount svailable at the end of the period for purchases of both L Sh.ures and A
Shares pursuant to the share repurchase program. These are nominal ﬂgures 2nd have ot been mst:ted for
wﬁaaon.

100



Ihtfoﬂmngnbkprmud:smfmmmmAShmspwchasedbyomcmnpmymda&ilmad

TotalAverage._...._. . _:_.. 1 ,693,200

@)

©)

repurchase program.

(1)  NoA Skmuwmpwchn:dbymoromnﬂihatedpmthamsm20040mczmmthrmghmshne

We periodically repurchase onr A Shares mthc op:nmarte:umxg fasids aulhmedby our sharchelders. -
specifically for the repurchase of L Shares and A Shares by vs at our diseretion. On March 1, 2004, our
shmholdenamhnrindnnnddiﬁmal?lZ,DDDDOOOﬂOmeereptnhzuofLShmmdAShmmdm
November 30, 2004, omshueholdersanmonndmndﬁnonﬂPanwOGUOfwthemhaseofL

Shares and A Shares,

TlnslslhzWmmnpaommlavmhbleal:h:mdsfﬂ:epquodfmpwchamofbo{hLSharesmdA -
Shares pursoaat io the share repurchase program. These are nominal figures and have oot been nstned for

mﬂaum

Item 17. Financial Statements

Not appicable. "

.
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01 .

purchasmm"w
Weighted . Approximate
- . Average Price - Peso Value (in
) Total Number * Paid per A' Thonsands) of A
- of A Shares " Share Shares that May
: Purchaséd a5 Purchased a§ Yet Be
Weighted Partofthe ~  Partofthe Purchased
Totsl Number Average Price- © Share Skare  Under the Share
Year ended . of A Shares Paid per A Repurchase Repurchase Repurchase
December 31, 2004 pmh.,.é“ Share ngrnm Program Program™
January 130 e 152,500 P. 18.64 152,500 P 1864 P . 766358
Febroary 1-29..._.._. 150,400 1929 ° T 150,400 “oew S8
March 13 130,400 1887 -° 130,400 - 1887 10,507,665
Aprilnso___ . 137900 T2008 137900 .0 . 2009 8,904,107
MY L. 144,700 1876 144700 C 1876 1,700,588
.. June 1.30... " 134,000 L1894 J34000 0 1884 - 6573046
© July 131 178,700 ‘ 17 g1 178,700 . 17.81 - 5,426,190
Avgast 130 195900 <7 1223 F195900 183 4,243,580
Septerber 130 ........ 126500 ;. . 1BF4- 126500 [ .. 1874 3157520
October 131w 131,400 .0 1B74 151400 18 2,054,886
- November 1-30.......... 121,700 . 2014 121,700 014 9,364,005
December 1-3 ... S 000 e 2006 74,100 L2016 8,400,153
P. 1sl91' 1,698,200 P 1892



Item lB Fmanri:ll Statemﬂm
SccpagesF lthmughl'-' 36, :ncorpmwdhe:mnbyrefumce

1119 Exhihits

Domnnunsﬁlcd:sudnbﬂstoﬁnsAmm.alReme

o
21 -

22

31

41

a2

43

44

4.5

Amended and restated bylaws (estarutes soc!alc:) of Teléfnms de Méxmo S A dc C V.,
.dztt:das ofA.pn.l 2E 2005 mgcdlu'wnhanEnghshmhnon. . )

I. ShzreDeposxt Ag:n:em:nt(mcmpontcdby reference to ourrtglsn'ancm statemul!on
Fon:n F6 (F:le No. 333-11362) filed on January 14, 2000). "

meofAShareDeposﬂAgtcmt(mpormdbymfumtowmg:smm
stztum:nmi:mml"ﬁ(ﬁltNo 333-12936) filed on November 29, 2000)

Loan Agreement, dated as of July 15, 2004, among Teléfomos de México, S.A. de C.V.. 28

borrower, the lenders party thereto, Citibank, NA., as admyinistrative ageat, and ABN
Amro Bank N.V., BBVA Securities Inc., The Bank of Tokyo-Mirsubishi, Ltd,, Caja de

'AhmmsmederdaddeMzdnd.CiﬁgwqulobalMaﬂ:ﬂslnc. HSBC Securities

(UsA) Inc., H\IGCzpualILCandTthankome-aScoua,ashhndmdwd
An:ngr.-rs

Agxtcmmtd:xedDecmbefzo 2000bem'eenCatsoGloba1Te!eccm,SAchV and

’ :SBCIntumszInn(mcmpomdbymfamawommn}rcpmmFm%-Ffm
lheywmdedDeounberSl 2000 {File No. 1- 10749)ﬁledoany4 2001) )

Concesston datéd March 10, !976benvctnTcltfonnschmco SA de C.V. and the
MmmMm:sttyofCommmmuunsandTmspmmmmgeﬂmmﬂamEnglmh :

‘translation (ipcdrporated by reference to ourreg:muon stammunon}‘otml’ 1 (File No. .

033-39893) iled on April 3, 1991).

Concess:cm Amendment dated Angust 10, 1990 berween Teléfonos de Méxco, S A. de

~ CV. and the Mexican Ministy of Communications and Transportation, together with an

transtation {incorperated by reference to our registration statement on Fo-lm F-1’
(File No. 033-39893) filed on April 9, 1991). -

Services Agreement dated January 3, 2005 bcmccn Teléfonos de Méxxco

5.A de C.V. and Carso Global Telecom, S.A de CV. (English wranslaton).

‘Management Services Agreement dated Jamuary 2, 2001 berween Te.léfmos de México,

5.A de C.V. and SBC Imemationa] Managemen: Services Inc. (incarporated by reference
tomxrznmulttpunmeZO-Ffmdx}mcnd:chccmbuM "003(FdeNo 1-

'10749)ﬁlcdun.hmc23 2004).

Ammchmm,dawd]ammyﬂ 2005, mMmgememSechesAgrmdamdimry
2, 2001, between Teiéfonos de México, S.A de C V. zndSBCInmauomlegcmcm
Sen'meslm: .
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StockPlnthmAgremt,dz:edast:prsﬂ? 2005 tw:nda:mng\"umon

Commmumications Inc., Eli Acquisition, LLC, Global Tetecom LLC, Inmobiliaria Inbursa,
SA de CV, Promotora Inbursa, SA. de C.V, Banco Inbursa, S.A Institucton de Banca
Mnhq:leGmpomecmoInbwsa,Inmobdumpm:lDesmnﬂoderym SA de

L iCW, Orient Star Holdings LLC and Commercial LLC (incorporated by reference 1o .
. BdnhtthonzousCu:rechpmtonmeS—KﬁledonA;mll! 2005)

Tt
I . _8.-1 b
12_'.1':_'
132
134

S 151

Calcu.lanon of mos of cammgs © ﬁxed chzrges
Ltstomexd:ancs och!zfmwsdeMemco SA d:cCV
Cemﬁmon pxmam to Secuon 302 oftbc Sarbmes—OxlcyAct of2002. A D

Ccm.ﬁamm puzsuam to SecthG.'! ofﬂr S:rhanes-OxlcyAcl of200°.' '

_CanﬁMmpmmmSecum%of:h:Snbm-OﬂeyActofm_,'.

~ConsmtofMancen,SC mthcmcmpwmmbyrdmmmm:cf&mvereg:mon T

‘ mtemcntonmeF»}ofTelefomschﬁuco S.A.de C.V. {File No. 333-111040) of its |
'rcponmmrcq)ectmlhcconsohdzmdﬁmncdmtsodeefmmsdeMmm S.A. N

_dtCV uh:chappwsmﬁusAmnancponoanmN-F :

Thecxh.xbnsdomtmchademymmunmxd:ﬁmngdwngmsofhnldmoflmgmdebwfdn
registrant or of its subsidiarics for which consolidatéd or unconsolidated financial stateménts are required

'mbcﬁiedwhmundcrsudnnsmmmd’wmulmmafsmmmmmdmnmmmdlﬂ%of

the total assets of the registrant and its subsidiaries on a consolidated basis, Thzmg(sﬂ'amag:esm
ﬁxnshaoopyofmymchmunrmmde:cwksdemhmgeCmssmupmmmqm )

S 103



P\MmﬁmmmmomelZofﬂwSmﬂuExdmgeAﬂofwy thereg;smr
cauﬁslhnnmncsaﬂofﬂ::requuunamfmﬁhngmfmmm-Fmdhm&ﬂycmsodﬂusAmnl

SIGN_-\‘I‘URE Do

Repmmbes:gmdmnsbebzlfbydmmdummd,dmumdulyzmimnmd

" Date: June 27,2005

. TELEFONOS DE MEXICO,S.A.DECY.

"By /s Adolf Cerezo Pérez

" -Name; Adolfo Cerezo Pérez
Title:  Chief Fimancial Officer



“. . REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

Toﬂlcswckholde:sof L
Tclcfunosd:Mémco. SA deCV

Wehave w:h:cdth:acmmpanymgconsohdated balance sheets of Te!efcnosdeMmco SA de
C.V. and subsidiaries 25 of December 31, 2004 and 2003, and the related consolidated statements of
mchmgesmsmckhoMaseqnn}mdchmgsmﬁmnudpmmmfmexhofmctMuymmﬂw
pmodendechccmbchl 2004. These financtal statements are the responsibility of the Company's

. .nunagemcnt_ Omrcsponsibxhtyismexprmmopxmmonﬁnseﬁnmculmmubzsedmw

. chu@mdwzﬂﬂmmc“mndmgsmhdsgmauympmdemmm
with the smndards of the Public Company Accounting Oversight Board (United States of America). Such
standards require that we plan and perform the andit to obtain rezsonable assurance zbout whether the
financial smements are free of matenial misstatement. We were not engaged to perform an audit of the

.. ‘Company's imernal contrel over financial reporting, ' Owr audit included consideration:of intemal control
muﬁnmﬂmpmungasabasmfordmgnmgmdztprmmnmappmmawmdr

mmmmmlfmwmﬁwmmmmﬁceﬁecumﬁmcms
uumulcommlmuﬁmnmzlrmg. Accordingty we express no such opimion. An audis also inchdes
exxmining, on a test basis, evidence suzpporting the amounts and disclosures 'in the finanéial statoments,

E -‘ascssmgdmwcomnmgpmmlnuudmﬂrmgmﬁmmnmmEmadcbjmgmugmd

wahxanngﬂmmmllﬁmalstmmmmmmon_ chchc\rcmazmnmxd:nprmdcamsonzblc"'
haﬁsforwropmlon o

Incmopmlon,thcﬁnma!snmcmsmfmedwabowmfmly ma.llmzt:m.l:espects

h the consolidated financial position of Teléfonos de México, S.A de CV. and subsidiaries at December

31; 2004 and 2003, and the consolidated results of their operations, changes in their stockholders
audchangumthtmﬁnmculmsﬂmfmachof!h:dntcymmxb:pmodmdtdmn 2004,

. in conformity with accounting principles geoerally accepted in Mexico, wlnchthifamcuummspcc!s :

from those follm\cd in thc United Stares of America {scc Note 19)

- A member firm of
BRI L Elmt&YomgGlobal

/sf CP. C Fausto Sandoval Amayz
C.P.C. Fausto Sandoval Amaya

: MmmCuyMcmoo--'A h

February 28, 2005, cxneptforNotesZ 6, ISg)
“and 19, astowhlchthed::::sAprﬂH 2005 -

!



TELEFONOS DE MEXICO, S.A. DE C.V. AND SUBSIDIARIES

CO\SOL[D%TED STATEMENTS OF INCOME
(Inthounmis ofMenunpetos, except wmngtpushm with purchasing poweut December 31, 2004)

Year ended Decernber 31,
it of
- us.
#ollan,
et far
anan
R . . par thire
, . ' _ 2004 _ pi.) 2003 - R ]
Lacal rervice. - rem POS6953118  PS6SEIIT0 P SEOPIESG $ 5056
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TR A
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Dot and ioe (Hetes 4 o € (it o o ) ;
P.21 552,314::2004?20.49! 765 in 2003 and L .
- P.20252371 mmﬁmﬂy not mekoded in costof - to. Lo : i
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" Provisinas o o (Noe 16 ‘ o .
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- CONSOLIDATED BALANCE SHEETS , .

SR TELEFO\OSDE \II.',XICO 5.A. DE cv A.\"D svasmmm:s

i

ﬂumm—mgwmmmﬂmd‘mmlm

(In thnmndsofM:xm pcsosw:th pw:hnmgpcwe:alebuSl 2004) Lo
i B o - Decornbar 3), .
- - B T Y
: - 2003 2004
Cah xnd cach eqrivalents - fee o RN49ON T PIOTITST S LR
ble saciities z0d i ; N 643,745 7.737401 546
30418857 W51 2700
1,385,508 542367 1%
1,992,660 1822084 17
6041170 41681510 3383
'_iswan.m' O imisesm | npas
_ ' -2156020 ST pa0nass 184
bl 3193 a6t - &17395 4
793,599 o 876,644 70
. T A sena - BassTw 2275
" Defarved tooes (ot 16)__ ..o A D simens ¢ ' m
Goodrll, et (Mot 6)..oor e : e 3782899 500 B
Tota) maets e oo, L BISLIORAOS | P.1SSAONQ9 " 3 22487
mmmsmnsrocmmms’ EQUITY. I .
cm - ..:: - . H - ) . : .
Shm-mmdnbtndcmpumoﬂm;-m&hﬂ@mﬂ) P 13193448 | P.213131%8 $ 1L1n
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e T s . M7 L%
R EACTETREL. 1 v oo L 37708007 185270 2460
' ,A - £l ¥ . EJ,EIHEH
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_ T ID3EGE T I06M7SET . 10,060
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Majority stockhoMers” equity._.. S s 51865889 £3,1.206 g3
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. Ca:hmdenh fvalents at end of vear

TELEFONOS DE MEXICO S.A. DE CV. AND SUBSIDIARI.ES R .
CO\'SOLIDATED STATEMENTS OF CHANGES IN FINANCIAL POSI'I'IO’\' - -
(Inthomndsomecup:wsm&pmchasmgpmatDeccmberil 2004) K L
: lurn‘-dD:«nbu-Jl : .
AfiThons
el -
. T “ . .S,
Op!nﬂ-glrﬁrhm . . - o . - . -
Net inconwe [, P2RSA26 - P2G1490S. P IMITII .. 3 3471
N M(m)mmmmghmcfm L o, ' - N
- D N 2600381 . 21561390 - 21,171.532 2,006
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7405529 (6,003,715) (923326) 653
A irabh e e e T {L00658) LI - 1975209 [¢3)]
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Bmuamuynlmckmdnmmdwdmmm&m . . o '
' . . 556,140 . B3 K 5[4 . I 49
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' l. . ) Deseﬁption of ﬂu Busimss and Sagniﬂcant Attonnﬁng Peﬂcies

' TELEFONOS DE MEXICO, §.A. DE C.V. AND SUBSIDIARIES -

- NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
" Years Ended December 31, 2004 and 2003 .
(In thousands of Mexican puos with purchasing power at Dccember 31, -004) '

I Dﬂmpnan of business

' -TckfomsdtMenmSAchVandmmbmdtms(coﬂocwely“!heCompanY'otm')'
‘provide telecommumications services, primarnly tn Mexico. However, as a result of a number of business -
acqtns:nnnsdroughomunnAmmca,smmZW ﬂ;cCampanyalsoproudﬁt:lcwmnnmmonmmsm .
Argunma,BmalChﬂ:Colomhn:mdPEu : ,

'I'ELMEX obmains its n-i.ms primarily from telecommmunications services, including, ‘among others,

domestic and intemanonal long-distance and local telephone services, data transmission to corporate petwotks and
" Internet services, and the interconnection of the subsenibers with cellular networks, as well as the intercommection
of domestic long-distance operators’, celtular telephone companies’ andfncalscrv:ocapuamrs networks with the -

TELMEX local network The Company also obtains revenues from other activities related to its telephone

. -_cpu‘anons,stxhasﬂ:csalrofadxuunngmﬂmpubhshrdtelcphnncd:rectorymdﬂrsalzoftdcphnueeqmpm

: Anmabmuofﬂlep(mnpalmbmhmmdaﬁhmdcmmesofTELMEXanembcril 2004311& :
2003 is as follows: '

s . . Percenmges of equity
L - = 4 ) investment at December 31,.
Company . ~ . Country : . 2004 . - 2003
Subsidiaries: . . 7 - P
Controladora de Servicios de o - Lo K
Telecomunicaciones, S.A. e C.V. : Mexico 1000 . 1000
Alguilators de Casas, S A de C V. Mexico 100.0 L . 160.0
Ansntios en Dircetorios, A de C.V. ' Mexico - 100.0 . 1000 .
Cis. de Teléfonos y Bicoes Raices, 5.4 de C fv < Mexico . . 1000 . 1600
" Comserrio Red Uno, S.A de C.V. Mexico . 1000 100.0
Teléfonos del Nosoeste, 5.4.de CV. Mexico 1000 100.0
Uninat, S.A de C.V. . Moo 100.0 ’ - 160.0
Latani Telecomunicaciones LLC . USA. . 000 - 1000
Embuatel Participaghes SA. - Brazil 903" : :
Empresa Brasileira de Te!e:omlm:ca;oes 5.A Branl 0.3
Star Que S.A. _ . Brazl 7
Telmex do Brazil Lida. - L ’ © - Braml’ . 1000
Telmex Chile Holding SA. ) Chile 100.0
Telmex Corp. 5.A. {previously Chilesat ch SA) - Chke - '993
Techtel LMDS Comunmcmncs Intencm'as S A Argentina 834 .
. Telm:xAtgenthA. L S Argemma ‘ 160.0
Metrored Telecomunicacionss SRL. | . . T Argentima . - 834!
Telmex Colombia S.A. L - Colombia 1000 -
Telmex Peri SA. © - T Pery ’ 1600
Affilinted companies: R . o .
Grupo Telvista, S.A: de C.V. : © Mexico T 450 45.0
Technology and Intemet LLC - ‘USA. . 500 50.0
! Corresponds to com:onmg interest

? ].nd.u'eci ccmmilmg imterest

F-7



i bnsssforreguhmg}:m

MR Ihemdtdhiﬂmgmummnmmdﬂmchmmywmswumdmwﬂ'"." -
.18, 1990, .The concession runs through the yéar 2026, but it may be renewed for an ‘additional period of fifibed .. - -
'-\m'i'hcconccssmndcﬁx;es amnugo'thc:ﬂnngs m:thtysmdzrdsforwlephonesmemdsnbhshsme T

Emprcsa Bmsﬂeua de’ Teleconmmcac;ées SA. (Embﬂtd) pmv:dcs donrsn: and mtﬂnzuoual Eong-

- dlstanc: services, which inchide voice, data transmission and other services, and Star One SA. (Star One), a2,
- “iubsidiary of Embratel, frovides satellite services.: . Both companiet operaté under two separate concessions
- granmdbyﬂmanhmfedunlgmunmrmmth:BmzhmTckwmmmmmAgmcy(Amm[) Both "
‘.. contessions expire on December 31, 2005 Embratel’s concession for domestic a0d internaticnal long-distance - - -
", "semcmmaybercncwedfuranaddmmaltwmtyycarsmdStarOmsconcess:onforsa:cﬂmmmaybe'-'_ﬁ e
: tencwed for an additional fifteen years, subject to certain restrictions, In June 2003, Apatel announced the general . = 7 -
" terms and conditions under which the licenses will be renewed. Bothcompamzsfmma.llynohﬁcdmmlofthe:r' L
wowlofmmhmamimndmommdexpressedthmmmmmmthecm The companies .. [ :
i hawnmwmvedmmkmmcagmmoughmmagenmasmmm;mhmmmﬂbe‘- S
_-rmewedsubjeﬂwwtammics =

1

Tlrresmfth:cmmmcsopumnndaconoesuonsandgwemmmhcmses R

i P H Slgngﬁcanraccaﬂnnngpohdm ) : j.‘

a) Conwhdafmn and basls of tnnslatmn of ﬁmmaal stztements of forelgn suhsulnnes )

A compamtsopetmgmth:ssector ' : _
"l sngm.ﬁcant intercompany 2ccounts andtransacuons hzvcbemchmmamdm mnsahﬂanon. Mmonty .

mr&est zefus to certain fomgn subsxdlmcs.

.

Thcﬁnmcxaimmmof!hembs;&msimabmadwuemslmcdemmmm

.l conformity with Mexican Accounting Principles Bulletin B-15, Transactions i Foreign Currency and Translation
... of Financial Statamems of Fomgn Opemﬂam. tssued by the Mmm Institute of Pubhc ‘Accountants (M]PA) as
follows:. " . .

mmm“rmdwmmmm&mz@mﬂmmﬁmmmm .

printiples accepted in Mexico” Such conversion includes, among other areas, the recognition. of the effects of

inflation as required by ‘Mexican Accoumting Principles Bulleun B:10, Accounting Recognition of the Ej’ects qf'_‘ L
e _Inﬂanon on Fmanc:al lnfmmanon issued hy ﬂ:e MIPA, umng msmcmem fzctms of each ooumx} . -

- Aﬂbalzm:cshcﬂammm cx:cp:forstockholdcrsequ:t;.wereuanslztedztﬂmprwaﬂmgcxr.hangcme'-E
‘at }ca:-cnd stockholders’ equity 2ccounts were miatedztthcprnwlmg exdnmgcrancatthemupmi,
“contributions were made and earnings were generated. The smcmcnt of 1 income’ amomtsweremslatedanhc'

pru'admgcxdmgcmmaiﬁmendofﬁmrepomngpcnod.

S TﬁmlﬂmdxﬁutmesxemchﬂedmmcmEﬁmofm:]aﬂonaffomgnenamsandmmchxﬂed ._ .
msxockholde:s eqmtyaspanofth:mpuonOthercmpmhmwemcomenm L -

Unde:tlmconcﬁsmn,theConlpanysbaslctelcphmesu‘vmcramsmmb]ecttoamhngdﬂamuxdbyi
.. the Federal Telecomimunications. Commission (COFETEL) Dtmngme lasi fom'ytars TELMB(managmwu ’
decxdednottomsemmesfmbasmmcs )

S a Th: accmnpanymg conscﬂ:datcd f'mnm:ul smiements were. prcpan-d m canformny Wlﬂ:l acwunnng _:'
;",p:mc;plesgeneﬂ!lyacocptcdeznmThcmgmﬁcmmmtmgpohuesandpmcuoesfoihvmdmth:
. ,prqnﬁnanofth:ﬁnanmzis‘manunsmdesmbedbelmv T

. Thccmschdat:dﬁnmmalsm:mcmsmcb;deﬂleaccmmmofTelefonosécMénco SA,chV andxts' o
~sub51d1mu (see Note 1) Aﬂthccumpamcsnpmmth:t:lecammmncaumssecwronh:ypmvndc sm'westo



b) Rnogm’hon of revenues '

o Revﬂmesuemognmda&wymmdmmbjmmmagmmtscsmmadudamofﬁm-
.ﬁnancxa.islzteumts . :

Locnlscrvxc:r:\‘unlcsaredﬂntdfmmn:whntmsuﬂmonchargm nmmhlysu\'m:fzs mms'urcd

| . usage charges based on the number of calls made and other service charges to subscribers. Local service revenues:

akoxmlu&mmcdnsagtchrgﬁhsedmthcumbaofmmmdragofmwmﬂuphm

o Rcvmum&mdmmmdmmﬂhng-&smnlcphommmmdmmmedm&zbnﬂof
the duration of the calls and the type of service used.  All these services are billed monthly, based on the rates
authorized by the relevant reguilatory bodies of each coumry. International lang-distance service revenues also
melude the revenues camed under agreements with foreign telephone service providers or operators for the use of
facilities m interconnectng international calls. These apreements specify the rates for the use of such mtematonal
imerconnecting facilines, memmmmmmmmmmmmM
of P.1,212,960, P.1 677,28_andPl,311 179m2004 2003 and 2002, rspecnvdy

Interconnection service revenues include chafgcs fori mxm:mswcﬁng fixed- wst:m users w:rh c:llnlzrusa's

asweﬂasthem:c:wmcnonofdomcsnclnng-chs:mopc_rm ceIlnlartelephoncmlpmes and!ocalsen'tcer

operatts’ networl:swﬁhtheT'EIME(localnﬂwo:t
Rﬂmﬁumlh:szleofprcpndmlephm:mceankzrcr:ougmzedbawdunanﬁmeofthcusage

Zofnmccoveudbyﬂlepnpmdcard Revenues from corporate networks are those related to data transmission
- services.: In 2003, the Company began to defer its revenues from prepaid Intemet plans: Tlrcﬁcclsofﬂnspohcy
_changereprcsamdadecchmmm:csoﬁﬁ%of:ppmxmmly? 185000

‘ c) Rgcogniﬂon of the eﬂ'ﬂ:ts of mﬂation on ﬂnnndnl information C <

Th:Comp:nym:ogmzr.'lth::ﬁ'octsofm.ﬂzbonaﬂﬁnmuzlmfmmnﬁunasreqmredbyBuﬂcﬁnB—lO

_ Comsequently, the amounts shown in the accompanying - financial statements and in these notes are expressed in

thousands of constant Mexican pesos as of December 31, 2004. The December 31, 2004 restatement factors applied
to the financizl statements for the .years ended December -31, 2003 and 2002 were 1,0519 and 1.0938,

camresponding to the percentages of inflation for the periods from Jamuary 1 of 2004 and 2003 through December -
- 31, 2004, respectively, basedontheMcmcanNmmulConmumchdcx(NCPl)pubhshcdby Bmcode

Meéxico (th.e Central Bank)

letlxnpmymdeqmpmunmdcmsnummmpmgtsswmr:mdasdcsmbedmNom4 T:l:phnn:A

phmzndoqmpm:mmmmnlydcprccmedusmgﬂmmughﬁm:mﬂimdbﬁcdundm estimated useful lives of
therelztedassets(seeNotz4d)

I.nvunmesforlheopnrmmoftheuelephoneplanzarev:tuedaxnmgecostmdmresmdonthebaas
ofspec:.ﬁt:mdcxﬁ The restated vatue of inventories is similar 1o replacement value, not in excess of market.

Othﬂnmmoncnfyassm“mmmdmmgadgusmm:ﬁcmobmmcdﬁomanm
Capﬂzlstock,prummnousalcofshm:s mdmmmdczmngswu:rsmmdusmgm‘ljusmtﬁms

‘obwnedfromr}nNCPl.
Omaxmmhmdmmprchmmrmwmnunsmdudtsdmdaﬁm&omrﬁmnmmofsmckholdds .

equity, which consists of the accumulated monetary position loss at the time the provisions of Bulletin B-10 were
first applied, which was P. 13,591,715 and of the result from holding non-monetary assets, which represents the net
difference between restatement by the specific mdexation method (see Note 4) and restatrment based on the NCPL

_ This item is included mn stockholders™ equity :spanofﬂxupuonoﬂm-cmpmhmmcomwrm

T ﬁenetmoneu:ygamofw:hyw:smch:dedmmcmofmmcasapmoﬁhcmm&cmw'
financing cost. The net monetary gain represents the effect of inflation on monetary assets and liabilines, The net
'mmmygamofeachywqmdudedmmemmtsofmas_apa:tqfd)g}cpmt}hm‘eﬁmmmgccst. '

F&



’ d) Cash equiv. alents. markeuble securmes and instruments available for sale '

Mmmn Acncnmnng Pn.m:q;les Builetm B-12, Staummr of Changes in Fimnaal Po:mon issued by d::

" MIPA, specifies the appropriate presentation of the statement of changes in financial position based on finzncial
. statements festated m constant pesos: . Bulletn B-12 identifies the sources and applications of resources
. .repmﬂmgmffambaumtzgmmgmdmdmgﬁmnmlmbdmmmcmmm In
) umd:mmﬁﬂnshﬂkmummmwandfomgnachmgegammdhsmmnmnmdasmshmsm

'_thedcmrmnzuma[mncspmmdedbyopﬂmms' .

Mmkct:blcsemmuesmrepfesemedbycqmw sccu:mesandcorpmatcbonds fmnadmg. mstruments
available for sale are represented by equity secunties. . Both are stated at market value. Changsm:hzfmrvahxcof

dayso:rlcss

- iNSHUMments chss:ﬁedasnaﬂzbi:fmsakarcmdndndmcompmhmsnt income capuon ofstockhoidm equity -
:hrmghthcmnedwymsold(mpamgnpht)

" ) Hedging tnstmmmts

Toprommdfagmnﬁﬁummmmmnandmhmgemes lheCompanymesdcnvmvcsmdudmg
inrerest-rate swaps and short-ferm currency exchange hedges, The determined gains or losses on these transactions

: acurdmd«clmgedmmmmzmgﬂxamuﬂmhodmufth:gammimmﬁxmhmd!nbﬁm
'cm’ﬂrd.asrcqun'edbmecanAccotmnannc:pksBuﬂemCZ ﬂmnda!!nmmam sgzedbytheMIPA

(sac Note 8)

- F-10" -

CashequmalmﬁcmmstbaswﬂiyofumedeposmmﬁnmalmsnmomMmgmaImmucsnfBO-




f) Allowance for dpubiﬁ_l aécounts - '

. :ao;dimrqceifab!emeth;n”day;blgl_-;i-. I

. ) Goodwill

results of operatians,

" P Exchange differences

" The Company’s policy with respect to ihe allowance fof doubtful‘aceounts. s basically to provide for © -

P

g) Equity investments in afﬁljaté_s

. The investment in shares of affiizies is vatued usinig the equity method. This accounting method comsists
baicdboframgniﬁngﬂwhwﬂafseqlﬁwinm&inﬂmmﬂnofopuzﬁom;ndinmswd:huldas'equiryqf
hz%maatthcdmenmhmsuksére&::umﬁxd(seeNoth}. I .

Goodwill represents the excmpmd:zscpm:c paid for shares o.i;ici;u:ired coz:q:ani& over the fair value of

*_*the acquired net assets. Goodwall is being amortized using the straight-line method over periods of 5 t0 20 years'
(sec_p:amgm_pht). IR R Lt S . :

i) Impairment of assets

+

Effective January 1, 2004, the Company adopted the requirements. of Mexican Accounting Principles

_ Bulletin C-15, dccounting, for the Impairment or Dispasal of Long-lved Assets, issued in March 2003.

. Such Bulletin C-15 eswmblishes thas if there are any indications’of impairment i the valse of long lived
assets, the related loss should be determined based on the recovery value of the related assets, which is defined a5
ﬁudiﬁ'umbﬂwcm_dxasset;‘&i;\faluc'andimahyingamm An mmpairment loss is recognized if the pet
curyiggammmtoflhcasseﬂsexgecds;hcrc;mﬁy_va_luet B ) o o
" The application of this riew

pronouncement had o effect on the Comipainy’s firncial position or oo its

- Transactions in foreign curreriies are recorded at the préviiling exchinge rate at the time of the related
transactions. Foreign currency denominated assets and liabilities are translated at the prevailing exchange rate at
thcbdmceshmdau.ﬁxchmgemediﬁaqgsmchmgedwcedimdtpmoﬁhrwm -

" E) Labor cbligations

- Pmmmmymmmdmmmmmmgmndmaﬂydnmgduywsof
miccofpusmmd,bawdmmuaiﬂcomptmﬁbmmad:byindepmdmmmm:;mjccwdmm- .
cmc!itmcthod(seeNuteD.Tﬂminzdonpaymemsmchxgrdminumhm&m)winwhichth:dmisimw -
dismuss an employee is made. . - - - . : o : : B




utztcsamhmnonaﬂowmocfurmoseassttsdmaremﬂ&elywberm\md

.'Vn)Compnhenm-emcome s o co 5 i

I) Llabi.!m provlsions

Mexican Accounting P:mupics Bullctm cs, Liabﬂfdes, Pravu'fon: Comingem Assots and I.iab.f]mu and

" - Comntitments, went into effect on Jaouary 1, 2003; This Bulletin establishes the nules for vahung, presenting and

dlsclosmgbothhabﬂmcsmdprmm Tlnsproumxmm:mt :lsocmbhshcsthcspcuﬁcnﬂesforvahmgmd
disclosing continpent assets and Habilities. - I;mchzdeszlsod::mlﬁford:sdoungconmmtscmn:dbyﬂm
Conmym:tsday—m-dzyamvmcs. .

) Themmﬂxcmdnedcﬁcnofzpplymgﬂmzommmgmcmmdofumng&ummfm
vacauonsmprmmdachargewmmedmmngsmdmbcgrmmgoftthCO}ofP 748489{n:tofd:_ﬁ:ncd

._tzxes)

m) Income m and emplmee prnfu‘ shanng -

’ TbeC(mpanyrecogmzsdcfm'edtaxesusmgduassﬂmdhzb:htynwdmd Undcrdnsm:&sod,d.:ﬁu-md
taxes are recognized on virtsally all temporary differences in balance sheet accoums for financial and tax reporting
purposes, using the enacted income tax rate at the date of the financial statemenrs or the income tax rate that will be

;mfmtea:thenmcﬂmmpomydlﬁ'mccsgmngnscmd:fmudm:assmandhahﬂmsmexpecmdm
.. TEVETSe. :

The Compmy evaluates pmodxczlly t.he posmbihty of recovefmg dcfem:d tax asscts and, if mcessary 7

.

Defumdwmioyecmnﬁtshxmgspmwdcdm@mwymmgéﬂurmmmakmm

_l‘

In conformity with Mexican Accoummg P(mc:ples Bulletin B-4 Campmhatsn'e Incoma, in the particular

‘ caéeofd:cCompany comprehensive income consists of current year net income plus the effects of deferred taxes,

fabor obligations, the trandation of financial statemems of foreign entiies, minority intevest, the result from
holdmgnonmmaryassctsmdchmgcsmthcmhxofmsﬂummtchsaﬁ:dasmmhb]:fmsa]ezppheddrecﬂy

_Iostockhﬁl::h:mcquny

. o) Ezrmngspel shz.re )

. TheCompzuydetemnn:dmmgspersharchydmdmgnujomynctmomebyﬂmwmghmdamge
nmbuofshuumuedmdcuﬂﬁnﬂng&mgmepcnoimﬁhnedmmgspﬁshuemdtmmw
adjusting eamings per share for the effect ofth:shncst}utmaybedchvu‘ed(potenmllydahﬁveshxes)(sceNm
15), a.sspec:ﬁzdemcanAccmnmng mectplﬁBnllmnB-H Eamings per share. -

'

: F-IZ ‘_ ’




) Use of éstimates

o The preparation ‘of fmancial. statciments i conforimity, with genérally actepted accounting principles
- requires the use of estimates and assumpnions in certain areas. Acwal results could differ from those esumases.; ¢

. @ Concentrationofrik e T e PR
.+ ©" The Compaay invests a_portion of its surplus cash in cash deposits in financial nstitutions ‘with sucng
-'_cmditratin.gs,-mmdmsnmbcﬁmh'hassigrﬁﬁmmmnﬁmofueditﬁsksinimnm vable . -
because it has a broad and geographieally diverse customerbase. . oL Ll Gt

i

! -

.. processes based on the’ services provided and the geographical areas in which TELMEX operates, in conformity - -
. with the requirements of Mexican Accounting Principles Bulletin B-5, Financial Information by Segment (see Note ™ -
S 18). L - B T T T

" 9) Fimancial instraments with characteristics of liabilities, equity or both  *

- Instruments with Characteristics of Liabilitiés, Equity or-both, went mto effect on January 1, 2004. The objéctive. .
ofBuH:nnC—lthospemfyd:cdeamccsbﬂweenhabﬁmcsamicqmty'Ih:sBuIlcnnC-ualsocsmhhshsthe :
. rules for classifying and valuing the initial recognition of the components of lizhilities. and equity of med
. financial instruments, as well 2s the niles for disclosing information about such mstruments. The application of this : . .
.. new accouafing pronouncement on the Company’s convertible debt resulted in no chinge in the accouttmg .- - -
© . teatment given to such insmiments (see Note'8). 7. ne g oo T T S e s R

" Requirements of Mexicim Accoimﬁng'}’rihdplci_ ‘Bulletin. C-172, jxﬁbé#r;ri}rg for Certain Ftndn%r}xl v

.\ ) New accounting pronouncements,

.'_"ﬂrg)m'ﬁ' éccountx‘nghrbnouﬁbem:enrs which go fnjrb effect in 2005 amas folion

|- Business acquisifions . UL oo Tiial e T

-+ In May 2004, it was iscuied Mexican Accomnting Principles Bulletin B-7," Businass Acusitions, Tho -+ .
observance’ of Bulletin B-7 is compulsory beginning-on January 1, 2005, although eardier apphcation 15 - 0

fecommended. msBuﬂmad&ﬁmmmaﬂmcmmd@mMgﬁxbmsmdumwmnms e
an&_requim.thatailbusimss'aoqujshionsbéaccountcdfqrusingjﬁ::’pmchascmcthodﬂ‘kalsoglﬁni,namslhc_ e

. amortization of goodwill and provides specific nules related to the acquisition of minotity mterest and to the A

transfer of net assets between entities under commeon coptrol. - L TN T L a0

_ Management believes that the adoption of this accoiting pronouncement will givé rise 1o a decrease in the

Company's operating’ expenses :for 2005 of approximately P. 200,000, derived from the non-amortizaton -of

: h fhmﬁ&afﬁutr_r{ménq . oo : . . . A .

E k'l"-' ‘:V'... :-.--:;--‘:" L - i ' -.. 1 - L,-;- o :V'.""-:.‘

© .. InAprl 2004, Bulletin C-2 Was amended . The amendments change the rules for valumg instrements . - - -

. classified as available-for-sale at their fair valve and, unlike the previous Bulletin C-2, require the recognition of -~
such iistraments at fair value in stockholders'. equaty, vintil such mstruments are sold. The amended Bulletin C-2

. abso provides the requirements and rules for the accounting teatment of transfars between financial asset ~ .
", caicgofies.. The amendments arc also more precise in establishing the guidelines for the accounting treamment tobe: .
given to impairment i the fair value of financial instruments. Furthermene, the amended bulletin requres that such ;
'instruments be classified as either short-term or long-term and clarifies the rules for presewting in the statement of .
~ changes in financial position changes associated with the purchase, sale and maturity of finaheial instruments, = - -
... Finally, the amendments broaden the disciosare mules established under Bulletn €2, . <70 D000 0 Lt

1




e The'.obsu\m'ofﬂnsptmm;mnuu 18 compulsotybegmnmgcnhmmv 1'2605 ahhwghearhﬂ
obsm'nnccasmcomendcd TthompmyadoptedmZWdur:qmmnof:hzsmwmmngml:,whch
gzvcns:madnrgctosmddmldus cqmty :spmofcom;r:bmsweumnm:of? 1,104 876.

 Financiol instruments derived fmm hedging mmm

~ In April 2004, nw:slssuedecan Accomnting Pnnﬂpl:s Bulletin C-10, Accozrmtngﬁ:r Derivative
Instnmments and Hedging Activities.- The cbservance of thns pronouncement is ompulsory begizning on January 1, .
2005, although earlier observance is recommended. Bulletin C-10 establishes the defining characteristics that
fmaticial mstniments must have 1o be considered - derrvatives, as well as the condiions that mmst be mer for
designating derivatives as hedges. . Bulletin C-10 also provides guidelines for assessing the

specifically
-eﬁ'ecmmsofhedgmg@-amumdthemlsfmd:euwﬂummddzcacmmngfutchangumﬂxwﬁu

value. Mznagcmunduesnmbekcvcrh:adopnonofthsn:waccmmnngmqmrmtwﬂihavcamunlcﬁ'cctm

the Company’s financial position or on its results of operations.

Labor Obligations

" In Jamuary 2004, thc revised Mexican A.ccmzmmg Principles Bulletin D-3, Labor Obhganans was tssued.

- The revised bulletin: establishes the overall rules for the vahuanion, presentaton and disclosure of so-catled “other

post-retirement benefits and the reduction and early extinguishment of such benefits”, thus millifying the provisions -
of Circular 50 Interest Rates Applicable in the Valuation of Labor Obligations and _Supplatory Application of

" Accounting Principles Related to Labor Obligations, issusd by the MIPA. Bulletin D-3 also provides rules

applicable to Empioyes termination payments. The observancs of these new rules is compulsory beginniing on -~
Jamuary 1, 2005. Mmagmtdocsmtbehnt&u:dopmnofﬂmnzwmmmgmqmmwﬂlhawa
mmdcﬁmm&c@muysﬁnzmﬂmmmaonmrmﬂuofmm : .

_' a) Convemenm Transhtlon v

Umttdsmtsdol]zrammrsasofDecunhﬂ'.!l 2004$hownmthcﬁnancnlsmununshave
included solely for the convenience of the reader and are manslated from Mexican peses with purchasing power
of December 31, 2004, as a matter of mathematical computztion only, at an exchange rate of P 11.2648tu
U.S.$ 1.00, the December 31, 2004 exchange rate. S\rhu'anshuonsshmddmtbcconsuucdasammm
lha:thql\{manpesozmmx_ntshavqbccnorcouldbecmmmdeS dollars ar this or'any other rate.

v) Reclassifications

Cermmauwmmahownmﬂxezomﬁnanaalsmemmtsasongmaﬂytssmdhawbeenreclasssﬁedfw‘ :

mxﬁ:mmy ofprmrz.nun with 2004,

2. ’\.!nrketable Senmtles and Instrumenls Available for Salr

Anamlys:softh:CompmysmvsmmmﬁmnculmsmmmtsatDcmbcrﬂ 20042.:::!20031535

fn!lows

- F14



.. At December 31, 2004 ) At December 31,2003 .
oot Market 7 Market .
. : . = Cost Valus . Cost = - vaine . .
Marketable Securities : - s K
| 61989 P. 209633 P. 2056195 P. T2
60262 117.839 4975478 7005689 .
. c © T 680,156 327472 7031673 7.737 401
Instruments available for sale o . L .
MCT shares...... . * ° §923.149 5818273 : ¥
+ B 7603305 P 6145745 P 7031673 P 7.737.401
Mdrkdablqsmflf}e& T o B s o R

*  On Apnl 21, 2004, the Company converted U.S.$ 5979 million (market value) in bonds issued by MCI .
Inc. (MCT) (nominal value of US.$ 1,759 million) to 25.6 milkion commaon MCI shares, which were classified a5 . .
available for sale. MCT is a US_based telecomnmpications ‘company that recently emerged from Chaprer 11 .
proceedings under the US. bankvuptcy code. ‘ L ’ L -

B T



= - TELEFONOS DE MFXICQ, §.A. DE CV. AND SUBSIDIARIES - -
NOTES TG CONSCLIDATED FINANCIAL STATE\IENT s
"+ Years Ended December 31, 2004 and 2003 -
(!n tlwusnnds of Mnicn pesos with purchlszng pwwer ut Decenber 31 ZON)

AtDacemberBl 2004 thznﬂmrahzediossonmmﬁcublesemmwasP 352684(amunreahztd

) ‘gain of P. 705,728 in 2003), In 2004, the conversion of MCI bonds gave risé 10  realized gain of P, 2,015,880,
wh;chcmspcndsmthcdszumtebczwemﬂmmgmalconmdﬂnmxkﬁwlmofd:cbnndsatﬂmt:m:ofﬁmr_ LS
~_-conversion. The realized loss on the sale of shares'in 2004 was P. 1,389454(? 690476m2003md? 68075 Lo

:-:§m2002) In2002 ﬁ:creahacdlossonthzszlzofbmdsvms? 15827 S . ) CL

o :Instmmmrs avaﬂabk Jor sale B

A AlDecunbcr3l 2004 ﬂchompanyh:leSGnnJhmMCIsharm 'I'hclmrcahmdlossnnmmcshzr:sm S

- . .2004 was P. 1,104,876, which was recognized as a charge to stockholders’ equity in comprehensive ncome. In.

© o 2004, 'IELM'Ech:waddwxdendsﬁanCImﬁ:wmmxofUS.SZOSmﬂlmA]Fehmaryzs 2003 thc .
:makctvalmof&nsnwcsmmtlsl? 6,467.082.. - . '

Subseqnm! evmr h

In.Tam:aryandFelmm‘ymOS MCImcewedpurchzscpmposalsﬁ’ombotthnmnCommmca:mns,]nc

- MQWwCommxmmmIntumnomL Ine: - .

On April 9. msmmmmmdmmmemmdmmanagmmmuumemi.'

'{;.Commummnons Inc {Verizan) the shares of MCI that they hold.  The sale agreement provides that Verizon will . -
.. pay U.S.$25.72 in cash per share of MCI common stock. ’I‘heconsumzumofrhesale:smhjecxmqmy'f-if :
 " 'clomngcondmcns mchdmgthcrmuptofregulz!m'yapprml a

. __..'In:ddmou,m:seﬂmgshzmholﬁ:ma!sohﬁcth:ngm;o,mm,e&m\, (s c ! cash
payment to the extent- the trading value of Verizon’s common stock is greater than:U.$.$35.52 dmma a

mmmummp«mdm&mgmcdmmiypnmm&:ﬁxﬂamxmnynf&cdznof&wsﬂcagm

' 3 AccountsRecenable

A.ccounm recnﬁhlc cms:st of the foiluwmg et . .
2004 . : 0t 1 . 2003

GJstomcrs.... ~ e e P 35929186 - P, . 19983933
- Net.settbernent recervables.... .. L0l 2 e - 12480476 - - . 738036
. Related parties - - R, ' .488364° - - 433,466
- OMBET i il 2919019 "1 1610118
o - ST 4581745 - . 22, 765 5535
Allo\\am:e forduuhrﬁ.d accom'lt& ............. e 11,398,188 . | - 7,306642- .
. Toul : ieiiiieindd Gvrsieerseieeniiion P. 30,418,857 P. . 20458911 . )
- Anmab&sofamun'mm:aihnmﬁxdwb:ﬁﬂmummthcymmdedmn 2004,2003 -
and 2002 is-as fu!luws ) . _ . -
o4 U Capes o a002 L .
Bcgmmngbalanceallmmyl P.'-:' 2306642 P. 20270"3- P. 1611203 .
Effect of atquired companes e L "9470}23_' S P S T
Increase through charpe to expenses...... 0.0 . 1,R52483. . .~ 101?606 Lo 1,016,049
: Inueascdnmghchztgetooﬂmaocom:s . ro 284236 4. : 426710 . . . 436,852
Charges to allowance..... - {2515296) .. (13646 . {1,037,081)
Endmgbalancc atDcccmhchl

S TP 11398188 ~_ P. 1306641 _P.. 2021023

[ T




'j:r:‘4 P]znt,l’mpeﬂvnndliquipmt e
:;Ea)mam,ptwymdeqnmmconsﬂstofdwfoﬂmmg EREES

_ . .mchdcdmplmtpmputymdeqnpmmtmﬂmfoﬂowmgassmhddmdaupmllm " “_'

. i ——— e e e e e e e e e
. , ]

ELEFO\OS DE ‘\{E‘CICO= S.A. DEC.V. AND SUBS]]JIARIES .
\OTES TO CONSOLIDATED FINANCIAL SI'ATEL\[E\’TS
: - Years Ended December 31, 2004 and 2003 - e
{In thonnnds oi‘ Mmcan pem with pur:lusmg pom:r at Drumber 31 .OM}

L S o004 Lo appy
‘;“.Tclcphoneplmrzndcqmm b inioe <P 31TABA8I1 | P. - 253978311 -
. -Land and buildings. _: e .. 41168685 . 30.403.586."

_Cqmpmzreqmpnm and othes ASSLLS..e (v 53748474 0 - 31230756

AR 31561265 .

264166228 . ' 189156075 . -
14E185742 . 126456.574

3803038 . o B8RAI0-
_IS108B7R0 P 127344984

. P EE 2004 - ;7-"2003
L A_ssetsundcrcszta] eases.: i P 4,178,863 P 4,452,?35 R
‘_lxssacmzﬂawddcprmmm : e o 1473849 U 1119408 00

o o S '--"'I.P.; 270:014 P . 3343237

- B ThmughDecunbcr 31, 1996 ftemss comprmngr.hcacl:phm: plaut vsmms:atrdbzsedonthtacqtmhm. -
-:,_dzu:mdcmnapplymgmeﬁqmdqwedﬁm&cspmxﬁcmdmmdﬂmmmdbymeCmmymdemdby .
D anmdepmdmtappmsermg:smdvmhthcl\}monﬂBanbngmd Secmncs Comm:ssmn (CNBV) :

B Eﬂ'ecm'ekmmyl 199? BtdimB-lOehmmamdthemeofappmmlsw plzm,pmpmyand‘
S ',eqmpmunmthcﬁmmaistamxs ThascapumwzsrcsmcdatDecmbun 20042nd2003meachd1ﬁ'ctml -
o .cmmuy asfolluws : .

) The Dccember 31 1996 appmsed value oflhe unpumad teiephonc plam, as weii as l.’m: cost ofwbsequcm AR
addmmstosuchpiznx,wmmstamdbasedond:cmt:ofmﬂaummﬂmmspcmwcmmofmgmmdthz
prwmhng exchange mte at the balance sheet date (spcc:ﬁc wdexation factors). ) T

. Thcappmsedvah:cof!and.buildmgsm:io‘dm'ﬁxedassdsofdomesmongmnmcmban 1996, andih: .
S costofsubseqmntaddmonswsuchassctswmresmcébasedontheNCPl E Y

’ Achccmbu'Si 2004, apprmumzmlyﬁi'/-(57“-m2003)ofthcvalucoflbcplmt.propu‘tymd

-.‘eqmﬁmcnthasbecurcsm:éumgspcuﬁc md:xznm

- -VZAC) Foﬂawmgmtthhmpropm}andeqmpmcmammmtsatmccmbcrn 2004md2003 r:stnmdonthz_" o
=77 ‘basis of the 2004 NCPI (starting .with-the appraised values at Decemnber 31, 1996)mume1CNBV dmclnsmt :
'mmmmthtoﬂ::Mcmdﬁndmzsbasedspcuﬁcmdmm

S
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|
|

* §.Licemses-

o . - 2004 - 2003
Telephone plant and equipment ... . P, 356337.064 P.. 284034275
: Land and bulds i lcvan . L . 41168685 - ‘ 30,403,586 -
Computer equipment and other'assets......._ .. . 57604185 . 33194910
e e o o - 455,099964 - . 34763271
- Accormiated depmuauon,..__ 301,335,591 . 218,239,664 -
. Net. . e : et 153764373 ° . 129,393,107
* Censtruction in progress and advances to i o T e
equipment suppliers._ rrens : 3,799,602 887,378
Total ... e , .- P 157563975 P___ 130280485
". d) Because of the progress and the technological advances in telecommunications equipment, the Company

*  makes a periodic assessmens ‘of the estimated useful lives of its fixed assets, adjusting ammual -depreciation
"‘wh:nn'g:itbc!in'tsdlismbcappropxim.hZOOZ,ﬂieCo:hpanyredumdﬂ::mﬁﬂhvesofmmmdmtby

increasing depreciation expense for 2003, as compared to 2002, by P. 886,228, -

" The following table shows the changes in useful ives that were made in 2003:

Useful lives
S o Former. - New
.-’ Fiber optic cable........oliooe 20 R
© Management systems equipment......... - I . 5

* Depreciation of thr télcphane plant has been calculated 2t snoval rates ranging from 3.3% o 16.7%, The

- rest of the Company’s assets are depreciated at rates tinging from 3.3% o 33.3%. Depreciation charged to costs

and expenses was P, 22,602,381 in 2004, P. 21,561,390 1n 2003 and P. 21,177,532 in 2002, -
. An analysis of licenses and its amortization s of December 31, 2004 20d 2003 is 3s follows:
' 2004 2003

Investment.............. P. 3575429 P. 862,231
Amxnula.tedammnzzum . 382268 244 836
Net S et P 3193161 P, 617,395

. . . . § .

" In May 1998, TELMEX acquited from the Mexican government concessions to operate radio specaum
wave frequency bands to provide fixed wireless telephone services at a cost of P. 663,572, In December 1997, the
Company also acquired from the Mexican government concessions o operate radio spectium wave frequency
bands for point-to-point and point-to-multipom: microwave comnmumnications at 2 cost of P, 198.659. These costs

are bemng amortized over 4 period oftwemyyuxs:
o ‘ﬁmﬁaﬁmcxpcnscfortheyeaxsmdcchcunbchl 2004, 2003 and 2002 was P, 43,112, - )
In 2004, a5 2 result of the Company’s acquisition of foreign entities, TELMEX acquired software licenses

29 years. Amortization expense for these licenses for 2004 was P. 89.777.

.'andlimns':sforuseofpoim-tolpoimmdpoint-m-lmﬂli-poimlinks._whicha:ebeingmmn_izcdin_pgjo&&nmSto o

An analysis of changes in this item during 2004 is as follows;



: Balan‘oe.ut‘, Eﬂ'ectol’l_ ) l Balance at
Jannary 1, ©  acquired Changes for = December 31, |

S Ly __ - 2004 - companies  the vear _ 2004
. Iovestment.. ... .. P.B62231 - P. 2579514 P 131684 P. 3575429
Accumulated amortization ... 244,836 ’ : ' - 137432 382 268
1 S oo _P. 617,395 P, 3,579,514 P (3,748) _P. 3,193,161
-6 Equ!tvlnvestmﬂ:ts _ _
‘ Ll.n\tstmentsinaﬂillatedcompamrs T +

‘a) Anmalymoftheeqtmymtsmmaﬁhmdandothacompmesmmcembah 20043::&2003'
,‘_tog:thumthamfdescnpumlsasfollows I R

2004 ) 2003

Eqmtymw:sunmm ’ e L Coe
. "Grupo Telvista, SA deCV._. . P 385954 P.- 449,703
~ Teclmology and Intemet, LLC. : 196,563 228,989
Other. e ettt . 210682 . 157942
TP 793,595 P. . 876,634

InMay 1999 dl:CompmyemacdmmanagreunuuwnhWﬂchmmnmmanstmm l.nr_(fclrmﬂly

known as Williams), w acquire approximately 1% of the shares comprising the capital stock of WilTel In 2002 -
. &Ccmpmyd:c:ﬂrdmmmoﬁ'&:lnlmceofﬂ:nsmmmm(? 122,.263) stELMEXmsedmheaWﬂTds

stockholder as a r:sull of WilTel's rarrucmrmg_

. TELNEEthl&45‘}-ofﬂnm;nﬂlsmckumeponvaAtkCV winsepnm::p:lzmt:s'fehm
In:: that provides telemiarketing services i the United States of Ameriea (USA). In Jime 2004, the Company made a
cqmalcmmhmmm&nsmmpmymdnmmofp 52,773soasmmmumrrshxsmalpumngeeqmy

,mmst.

TEIJ\-fEXhoIdsSO%oflh:capmlsmd:ofTechmlogymdlmum.m wlnd:hasnndcmvummm
. campmn:smgzgcdm:—:onnnﬂc:, basically in the U.S_A_ and Latin America.

- Tmﬂmmtmmmmaﬁihamdcmammdmmgzomaggmgzmdapmmmly0533mlhm
(appmmmamlyUSS?nnﬂwanOOZ} mosﬂymgag:dmtclccom:mmunmscomm Goodwﬂlgmcmcd
tmd)ﬁcxm‘stmcmswasnmmmal

" TELMEX's & mwmwmthemdmofopuanomofaﬁlwwdcompmesmpmsmdachxgem
operations of P, 114 E$6m2004 (chargesof? 187,965 m2003 and P. 275.3021112002) X

) ‘b) Onlmuary 16, 2002 TELMEX,mgﬂhcrmth Forsmunnhttle&Co (Fmtmznnl..lttle) umedmma
i dtﬁmuveageememmmakrcapmlooumbutwnsofasnmchasUS.$4DOnulhoneachtoXOCmmmcauons .
Inc. {XO). The consummmation of the agreement was dependent on. among other things, XO's complete

msmwhmngofxtsbahnceshcctmddwapprwalof(hzmkmonbythccnmpemtamhomws

. OnOctobcrH20021'E1_MEdeForsumnuurdcmumaﬂyagcedmdxX0wtummmﬁw.
mvcsnntmconmmmt eachpzymngXOUS.SlZSnnlhmt,dmsrel:asmgallpamcsfmmanydmmrclzwdw'

the commitment. -
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IL Investments in subsidizﬁes

DurngOO-ttthompauyacqundsexemunnAmmcansnbmdxmm Thcmuhﬁufopunﬁonsoﬁﬁe
new subsidianies were incorporated in the financial statements of TELMEX starting a month later of zequisition -

All acquisitions were recarded using the purchase method. An analysis of the purchase price of the net
assclsacm.rimdpﬂ'compmyhasedm‘fairvahxsisasfollm: .

Vabars at acquitition date
] ) Techd @
Holding . . . . . asd Assets of
companies of Embrapar = : Metrared ATAT
Embrapar December - Chilesxt Chilay - April and Febraary
. July 2004 1004 April 2004 June 2004 Jone2004 . 3004 Total -
Crrresst azeats .o — P I13001044 P 17335254 P. 558005 P. 64787 P. 185381 P. R28400
Fooed assets ... 13235982 25,121,450 768,52% 771 438494 1914453
Licensez. .o : 3326238 - T 64115 178,337
Lemn . . . . s
Crorent lizbilities, ... 6841208 . 15287088 31,344 105398 29597 - IB06M
Long-tem: fahilitien. 725817 10051806 3T24E ITRGS 244984 214,797
Fair valne of net azzets S o . . S
acquined 2870001 - 19444081 0942 18089 T 134049 2262708
%% of aquity acegired ... 100% 14.31% 40% 5$9.28% BSOMNQD 100% -
Nt aints scquived ....__ 2.X70,001 1782448 Y 10,723 158,259 2,261,701 P. 8,093,309
Amowmrpaid ... 4,505,920 3,059,362 592,663 875,298 1,262,018 316,550 12.505.851
Goodord] proarated ... 1635919 6914 ° | 583,886 864,575 . L1379 (SLIEDY 4412842
stockholders” equity__ - 562,057 562,057
Gooduill preated. nat_ 1.635919 276,914 583418 864,575 541,700 (321113 3450485
Amertization of the )
pesiod - nIn 1,149 16,537 1,750 7009 (1053 671,588
Goodwlloet. P LSORT4T P 275765 P. 366549 B E4IEIS P 534673 P (41060} P. 3TEOR9S

(1) The figsres of Techtel are presezed atbock vil, :
. €2) This is the weighted sverage of the £0% and §5% equity interest acguired by Tacktal and Metrored, respectively.

The Company determined the fair value of fixed assets by means of an apprisal performed by
independent experts based on the value in use of each asset. . ‘

Embrapar and Embrarel (Brazl)

: - In July 2004, through an agreement between MCI and TELMEX, the Company acquired far U.S.$400
- miltion all of MCY's direct and indirect holdings in Startel Participagdes Ltda and New Starte] Participagdes Lida,
that were the controlling shareholders of Embratel Participagdes S.A. (Embrapar), representing 51.8% of the voting
" shares and 19.3% of total outstanding shares of Embrapar. In December 2004 TELMEX, throvgh a public offering
of US.$ 271.6 million, acquired an additional 14.3% interest in Embrapar, tnereasing its ownership to 90.3% of the

votmg shares and 1o 33.6% of the ourstanding shares of Embrapar, Embrapar, in tum, holds 98.8% of the capiml
stock of Embratel. - - . .

- In December 2004, the Board of Directors’ of Embrapar approved an increase in the company’s capitl
- stock of approximately U.S.$ 700 million. Depending on market conditions at the time, TELMEX expects to
exercise 1ts right to subscribe the Embrapar shares to which it is entitied in accordance with Brazilian law in an
amount ranging from 11.5.$ 210 milkion to U.5.$ 700 million based on the amount subscribed by other irvestors.
TELMEX is under no cbligation t0 buy shares, : - c

F20



= ) Subseq'um:e_ivn;‘ j"; -

' 'coiﬂdmnseitswimu!;sﬁnﬁmm_pu..
U ommia’

. creasing its ownership of Chilesat t0 993%. .
. Térkr;I(A}gmﬁna) A L

On March 16 and April 8, 2005, TELMEX subscribed U5.$2315 million during the initial meeting to

: B m:xase Embrapar’s éipital stock,  incressing its owhership 10 94.5% of the voting shares and :48.6%30_!' the.
".v . outstanding shares. | In addition, TELMEX expects to exercise its fight to- subscribe the femaining unsubseribed

shares in subsequeént meetings that will take place duning the period from April 15 to May 3 of 2005; the outcome

—aty

In April 2004 TELMEX acquifed in a private transaction 2 40% interdst in Chilesat Corp. $.A. (Chilesai)

' for US.$ 47 million. Chilesat provides telocommuications <etricst prirarily in Chile. Pursuant to 2 cash tender

offer sequited by Chilean Law, m June 2004 TELMEX purchased for U.S,$ 67 milliop an additional 59 3% interest, | -

: Tn Agril 2004 TELMEX acquired in 80% equity imterest in Techtel LMDS Comunicacionés Interactivas,

§.A and Telstar (Techtel), which provides telecomrmmication sefvices in Argeriting and Uruguay, A 60% equity
. ~... oferest was acquired from Aménica Movil, S.A de C.V: (América Movil) for U.S.$ 75 million, and the remaining
" v, 20% equity interest was acquired from Intelee, S.A” for US$ 75 million. Sinee TELMEX and Amenica Movil are

) cnt:u:sMuomnmmcmm:mcsofm:coﬁm:hcbookw!ucwaschmgcdmm% -

* . Metrored (rgentina) * "

+ telecommunications services in Argennna, The purchase price was U.S$ 12 million. *

¥

"AT&T Latin Ameriéq C'arp assets (Argentina, Erazil, Chile, Colombia ani:f_]’éru)-::

I Juse 2004, TELMEX ‘scquived most of the ‘assets of Metrored, 3 sompany cogag ged in providing

" In Febriary 2004, TELMEX ‘acquiréd most of the assers of AT&T Latin Amierics Corp. (AT&T), 2

. ‘compa_'ny engaged in providing telecomnmunications servwesmcompames in Argentina, Brazil, Chile,

and Peru. The purchase price was U.S.$ 1963 million: " ~

Net ’ ST T o NN ’ T

. t. o B P . P . A N . o PR oL : s
. |7 TELMEX agreed with Globo Comumicagies e Participagbes S.A. Distel Holding "SA. and Roma -
Participacies Lida.’ (together, 'Globo™, to acquire an equity interest in Net Servigos de -Comunicagdes S.A
{"Net™), which is the largest cable television operator in Brazil. Net is'curently engaged in restrucuring its debt,
oo which it ceased making payments in December 2002, | | * ) SeLT R

' TELMEX aid Globo hive apfeed that, subject to the closing of Net's debt restcnuring o spécified tepms

: .—:'__md_th:_s.fnisfxt_iouofoxhcrcond;nms,TEIMEXMEI(a)p!nh:sc'w%ofgl;cvonngmm::st_s;ndanﬂlpnm- ’
Lo . 51 of the commen shares of__thm@)‘mhm‘mwcm@mm-wﬁﬂgmmm'@Nﬂm‘

Globa. ms:msmimsmmmﬂyexpcmdmclasemmzoos.ﬁé'mwmfmmmm'wm o

2+ be bereen US.S 250 million aod U5 370 million, The Compaiy’s total direct and indirect equity imeeastin
_Ne_twi!lbebemweqio%an!:lﬁo% R e S T S S L

RN

Subseguent event

On Febrtary 1, 2005, TELMEX puachased froin, Globo 7.3% of the voting shares of Net for which it paid

©+ ,USS$ 203 million . On March 21: 2005, the Company ¢ompleted the wansactions, subject to the purchase
;7 . agrecment with Globo, investng U.S.$290.6 niilkon, increasing TELMEX's ‘equiry interest to 36.6% of the voting

shares and 7.9% of the non-Voung preferred shares, which represein 19.6% of the Net outstanding shares at the end

Ciof the- ncreasing stockholders’ equity process, addiuonally to the indirect intetest m common shares of Net,
- through GB. It was also agrced with Globo that TELMEX wonld acquire all

the shares that would be offered . -‘




. compames

dmngth:umsmgmcldmlﬂm eqmtyproctssandthztwm;ldhenotmbsmbcdbyathuﬂpany byapubhc
"_offmngof()ercalspcrshaﬂ S , T

Prol’onm}"inan:nll)ata ]
. mfoﬂwmgmfmmmmdmdoombmedﬁnmaldmformm "OOSandZOOIa:rebasedonlht :

Company’s historical financial statements, adjusted to give effect to (i) the series of acquisitions mentioned in the
pr:cc&ngpmgnphs znd(n)cmmaccwnnngzdjusmmrd;tedmthrnﬁﬁxcdasmofdwacqmnd

Thcprofmmnadpmcmxsmnethmuqtmmwmmadcnlhebegmmgofmwm

;mmcdmmi} pmdmgyummduebascdupanmﬂabkmfmmandoﬂxammmmdzzmngm
bthnﬁmmsnnahlc :

Theprofomuﬁnancmlmfomuumdztadoesmtpmpmmmsemwhndmeﬁ'eaontheCmnpaays

cbasohdztedmwoﬂdhawamhﬁ&emmm&dmeﬂathebemofuchym mrare" ‘
. drylmmduimpre&cnhcmmpmysrcstﬂisofopmnons :

Unaudited Pro Formz Combi.ned F'mzndnl Data fur

e . the vears ended December 31, . .
o - 2004 . 2poy - . 2002 0 . “::.'
e P 159,422418 P - 161,254,582 P. 1?2,090,980
- 27574919 - 24004!83 14666,307
Easmngspashare(mMmcanpesos) ceroen - S
Basic e 2307 .. 1927 .‘1.129,—

DA e 2299188 LIS

o T Employee Penswns a.nd Semonh Premmms

’ Tthompanyhascsubhshndpmmonplmsforsubsunaaﬂyzﬂofnsunplo}mecncoandBrazd

; -(onlyEmhratel} Thcclmacmm:smdﬁwmlcvammfmmauonofnxhplms,zsasfoﬂom

Mexico

Pmsmnbm:ﬁtsmd:tunnmdm&rbmsofcompmsmsofcmpln}usmﬂm:ﬁmlyurof

l "cmploymem,thensemonty :ndﬂwagcalthcmn:ofrcummun . R
' TlxCompanyh:ssaupaamoubleuustﬁmdmdadoptedd:epohcyofmalmgmm:almmbuuomm

such find, which totaled P. 1,649,066 in 2004, P. 8,410,768 in 2003 and P. 5,40} 30”m200" These contributions
are ded'mu‘blrfotMmcan cozpmmmmm:l:xptnpmcs

. 'Ibel‘.rmnonbab:htypaslmmesmdvmunczsmassmnpﬁmsarebmgmnzcdovcrapmodof
nvdw;un,whxchmhsmmdavaagcmmngwmhngh&um:of(bwmyanpiﬁym : .

Th:nmstunpmmrmfmmmonrclzwdmhborubhpnmsxsasﬁouowr
Ananzlys:s of the nctpmodcos!rszsfollcws
2004 .- . 2003 . 2002

‘ Laborrmt N s P 2,511,593 P . 243965 P. - 2352072

* Financial cost ofpro;ectrdbeneﬁtobhgmm .......... T 5,610,044 . .0 5,189241 4,861,906
Projected return on plan assets - {5.781,8%9) - (4,800.811) © ' {4.318,862)
Amortization of past SEIVICE COSIS. oo - 1,203,609 1,203,609 . 1,203 915
Amortizanon of vmancs I aSSUMPHONS... . 796,623 1,114,195 - 452,558

Net period cost....... — . P 4335580 P. 5145888 P, 455]158%
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" An analysis of the projecied beuefi bligation is as follows: * - _
’ T ' - 2004 2008

Actmarial present value of labor obligation: . -
Vested benefit obligation - ....ooooovveeeeeee e P, 46,653,645 P. ' 41 155 445
_ Non-vested benefit obligation.._ . : | 45021379 - 38 653,817
Accunmlated benefit obhg:nnn (ABD) 91,675,024 - 79,809,262 '," :
* Effect of salary projection ) 3,769,906 . - . 4,628360 °
N Projected benefit obligation (PBO)......r..oiee i -P. 95444930 P. 84437622

Ananalystsof!hechangempmecmdhmeﬁtobhgm:sasfollm

t

2004 .0 2008

, ijccu:d bcneﬁt obhganm: at bcgnmmg of yur P.  B4437622 P.. 77705293 o v
Labor cost... et 2511593 - .. 2439654 ~ B
Financial cost on pro;ecwd bcncﬁl obhganm 5610044 5,189,241 )

Actuarial loss... 7,703,907 ' 3,475,005

Benefits paid to pmﬁcipmis ........................ e : {4.818.236) (4371571

Projected benefit obligation at end of year... . B 65444930 P 84437622 -

'Aﬁéﬁaxyﬁsofmecﬁ:ﬁgimplmm;umomf S TRy
' ' 2004 2003

Estabhshed fund at bchmnng of year... e B B3,3500,760 P. 64827670
Prwecnedrmnnonplan E L o 5,781,889 4800811 .
* Actuarial gain i it eo- 9394134, . 5461511 L
. Conmibutions to trust fund. - e 1,645.066 - - 8410,768
Estzbhshcd fund at end ofyea.r ................... S O P.__100325840 P - 83500760
ana!ysts of thl.- net propcmed asset 15 25 follows
' ) 2004 _ 2003 . -
Plan assets in excess (shnn) of pmjztted beneﬁts P.. . 42830919 P. - (936862) .
Unamortized acruanizl loss e+ 15614810 - 18101,760 -
Transition tabiliey ... 4,853,673 6,026,108

Past services and changes in plan...... 273.099 304,273
Net pro;ecccd asset [POR .. P 25 622601 P. 23495 179

. AtDcomzbchl 2004md2003 thzmarkctmlueof!h:mﬁmdfmpmonsmds:momyprmums .
exceeded the accumulated benefit obhg;monbyP 8,650,825 and P. 3,691,498, respectively, In conformity with'
Bulletin D-3, ﬁwb:lmshectssbowannpmjecltdmﬂofP 2562..601 “and P. 23495.279_m2004=nd2003‘—

1,, : . . g
. In 2004, the net actuanal gam of P. lﬁ%ﬂ?mdmvcdmmmlyﬁmmmﬂgamof?ﬂj%lh

“due to the favorable effect on plan assets of (ke overall behavior of the Mexican Stock Exchange and the imcrease

in fixed-yield interest rates, as well as an actuanial loss of P. 7,703,907, aunbutable to the increase in the projected
benefit obligation due primarnily to the fact that: (i) the number of employees that setired exceeded estimates made

© . at the begining of the year, (n}ﬂmd:cCumpmymdxﬁndth:snmacdmununagtbascdmcxpmmmth

reuxmgpemonnel(m)mddxeCompmyupdmedthcphnsmhtym
In 2003, thenetar:mznalgnmof? l986506u15dmvedmmaﬁyﬁmnmacﬂm1alg:mof?5,46[,51]

‘dnctothcﬁ\mhlccﬁ'cctunplmassctsofthcmvaﬂbehmwofth:MmcmSmckEmchmgt and an actuarial

loss of P. 34750053:mb1mblrtuth:xm:mmth:prqectcdbcncﬁtobhgntwnducpnmaﬂ!ytothcﬁcttharthc- L
mmlbuofunployuswhommdexcadedﬂmesumzmdnmhcrnﬁwbcgmmngoﬁhcyw s )

CE



,MnZSmdmﬁmxnmalsmécsasofDemhuM 2004 and2003wm:asfollows

L T 2004 - 2003 © 2002
) ) T % i %

: Discount of b,bot obhgmons T N . o ’
. Long-termaverage. . . _. . 582 - 585 ., 585 -
Long-term average. ...l st e 094 . - .09 - L. 096
Amnmal return on find . 682 - 684 . 6.84

Ax-'Dccunba 31, 2004, 55. 6/. {59. 4'3’- -in 2003) ofp!an assets were irvested in ﬁxcd-mcm secunities zad
the remarning 44 4% (40.6% in 2003) in vznahlc~y1c1d securities, . .

N Embrmlhascstzhl:shedadeﬁnedbm:ﬁtpcnsxmplm(DBP)andadcﬁtmdcmmhmonphﬂ(DCP}dm .
. covers virually all of its employres, asmtﬂasam&calass:sﬂmeplm(MAP)formDBPpammpams
--habdm:smmrdedaDecembﬂ-Sl 2004fnrsmhplansu'easfolluws

) - : S 2004

> Pmmmplzn (DPB)..\ooo. < P 195038
' Medxcalassmnccplm(MAP) - 790,714 - .
' Defined contribution plan (DCF)...cr... 738820 .. . o -
' Toml...: e L7457

: Pcnsmzmommdcmwnwdmmebmsofmmpcnmmsol‘employcesmﬂruﬁna!ywof
- employment, their sendority, mdlhﬂrzgcatthcumeofreuxmmMCompanyhasmbhsh:dﬁmdsthrwgh
Telos—FundaumEmbrazeldechlmdadSocu!,anmdcpendcmmlyﬂmtmamgcstheﬁmd S

ThcmmuonhzbnhryfuttheDPB xsbemgamnmudmcrapmodofm}mwlndnsth: zst:matad
remaining working hifetime of the Company’s employees. memmmnnpuonsmbemgamommdoma
permdofl9years wiuchzsthcu:pecmdmmnghfﬂmxofﬂmCmmysmﬁpusomel
Deﬂned btmﬁrs and medrml assisrancc plan

Ananalysxsofmempumdmstfwme ﬁve-momhpmodcndcchcm:berSl 2004 lsasfollows

13

o DBP MAP -
_ Labor cost ‘ P. 246 P.. Y
Financial cost of benefit obligations..._...._.._....." 193217 - . 87613
Projected retum on pla.n assets......... o {194,439) - {11327y
* Amortzation of vaniances in asslmpuons .......... - 1226 . - - 3819

Net period cost............... O — P. 250 P, 50,149
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follows: .

An analysis of the projected besefit obligation and medical assistance plan at December 31, 2004 is 35

’ . " DBP " " MAP
A.cunnz.lpresenn‘ahcoflzborobhgauon. i L S
: Vested benefit abligation . 4655303 P 1556447
Non-vested benefit obligation.......................... " 8,844 : 6234
Accomulated benefit obligation (ABO) . 4,664,147 .+ 1,562,681
Effect of salary projection, . s L G
Projected benefit obligation (PBO) and obligation under - - . .
niedical assistance plan..... P. 4664147 B 1.562.68]

Anmlmofdmchangemmm,mbmﬁmbhmmmmamﬁmform:ﬁm--'

mnﬂ:pmodmdthecembcral 20041sasfuﬂuws

- DBP . MAP
Projected benefit obkigation and medical assistance i ) : S
plan 2t August 1, 2004 oo P, 4465159 P, 1405210
Labor cost ; ‘ 246 C 34
Financial cost on projected benefit obhgaum ...... T T 193217 57,623
Actuanal loss... 3 T 179488 - . 119896

-ch:ﬁtxpadwpamupm - (173.963) ) : (20 2) -

Projected benefit obhg:mnnandmdzca! assistance plan at .
cndofpexmd ; o P 4664147 - P 1,562681

Anmlymsofth:chzngemplmmfordwﬁw—mnmhpmodendedmbun 20041sasfnllaws

' - DBP . - . TMAP
Esl:bhsh:dfmtd(balanccalﬁugust i 2004) i P 48932377 P 7255113
Projected return on plan assets . i 194,439 o - 11,327
Actuanal gain RO - M160 - . 1,663 °
Payments from tust fund........... . . - {17396%) (20,082
Established fund at end of period_............ ; L. P 49972873 P. - 248021

B35
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. - . L

- o DBP . . . MAP

h '-Plan assets in cxCess (shnﬂ) of pro;ccted bmc.ﬁt obhgauon : o o

* and medical assxsta.nce phn. ....................... P, 328726 . P (1314661
Transition liability. .. . s o G430 ’ :
Unamortized actuarial (gam) loss I (533,19 . - 523,947
Net projected Hability. P, - P (195038) _P. (790714

In 2004, Ih:nﬂadmullossef? 100328mtheDB?mdP 118,233md1c1~{.AP|sducprmupallytothc
acmarial losses of P. 179,488 and P. 119,896, respectively, attribustable to the adjustments for past expericnce and

plan changes and actuanal gains of P. 791603ndP 1663 r&pcctwcly chmtoﬂaefsvmablecffectmp!znassm—

of the general bchzvmr af fixed-yield instruments.
’I‘hcmcsusedmtheacmamlsmdmwmasfollows '

. %
. Distount of iabor oblig;uims: . . R
Increase in salarias: et T
Long-term average....... . ) 5.0
Annualrc!mnonﬁmd . 113
Dang-tczm avu;gc ............ S — 50

“ . 0 At December 31, 2004, 77.8% ofplan assefs are rcprcsmwdbv ﬁxed-ytcld instruments; 13.9% by
\-.;nzble-ywld instrments and the remaming 8.3% by other assets. .

:qunedconmbumnp!m L '_ e e : . ‘
The Lmﬁlmicd habihtyrepfuems Embrane! H obhgaunn for those participants that migrated from DBP ta

the DCP. Such liability is being amortized over a period of 20 years starting on Jamuary 1,.1999. Any unpaid

balmcexsadjustedmmlhlybasedonpmtfohoasscrretumsatlhatdasembjmwanmmascbascdonﬁm ‘

Bﬂ.nhanconsmupncemdexplusépcrcemagcpmmfmdwycat AtDeccmbcr31 2004, theba.lmocofm:
obligation of rthCPwasP 738,820.

S 5 I . T

. - An analysis of the liability for the pension plan and medical assistance plan at December 31, 2004 is as



Long-term Deht ’

a) Lang-renn debt con:im of rire follmvh:g

‘Atmgeweigll‘l‘rd T

interest rates at Marurities ‘ Balance at
. December 31, from - December 31,
. 2004 2003 . 2005 through 004 2003
Debt denominated in U.S. dollars:. j - -
- I T dnrad é’m“ N .. ' .
" Couvertible debt . ) - 42% ‘ N . 9,559,635
Bonds,...... 7% 6.1% 2008 P - 28,162,000 19347871
_ Banks 34% 2% 2014 37,331,880 20671408 .
" Suppliers’ redith o ooc o e . 3E% L 21% - 2007 . T4t 666,302 .
Financis] Jeases...... ; : 4.1% 22% O 1,183,438 2162325 .
" -, Mexican Gox ZO36% T 20% 2006 51871 108412 -
" Tout . o 66,954,600 62,715,963
Debt of Embmel drnmmaled in U5 dnlhrs N . . : o
Bonds 11.0% 2008 3,097,820
- Barks. i3 2013 5519912
Suppliens credits. COBA% © 2007 L7405
__ Fimnial Jeases ., 13.6% 2006 . 71582 _
. Tota! debt denominated in U.S. dollars..... ... ’ 75.717.963 62.715.963
Debt demominated in Mezican pesos: '
("Certificadns Burun]u"] e 9% 83% 2012 - 7.450,000 . 7836655 -
. Baks... aNT 63% . 2007 ¢ 1,300,000 1367470
.- Financial lesses : . R L e . . £10
' Tohldtbtdmommtedemcanpﬂm : ' 8,750,000 §204.735
‘Debt denominated iu Bragdlian rﬂis : : :
" Banke 15.0% 2008 87098
T Financial leases... 18.7% 2007 12951
. - Commnercial paper. 18.0% P2005 . 4,243 821
“Total debt denominated ip Brazilisg rems L 4343870
Debt denominated in atber currencies:”
Barnke 5.4%- 2017 720248
Finaocial leases £8.3% . 2027 200,759
Suppliens’ credits 20% 0% 20 308209 321851
. Total debt dsnominated in other corenciss.......... 1.229 306 321,861
Total dabt .- : 90,041,144 72,242,559
Less short-rerm debt and : :
curent portion of long-mm } . B
deb:mlndmgfmbmd S— 4821023 21,313.592
- Embratel 3 - . B373428
‘P 76846696 P, 30.928.961,

l.ongderm dfbt

m:boxemcnnoncdmsareasbjwmwmmmmonalmdlocalmesmddonmmcmdethe-
effect of the Company's agreerient 19 reiminirse certain lenders for Mexican taxes withheld. The Company's
weighted average cost of borrowed funds at December 31, 2004 (mchxhngmmest.feﬁandrumbmscmof
such lenders for Mexican taxes withheld), exr_ludngmhﬂ.tel waszppmma:el’) 6.3% (6.2% at December 31,
2003), aod 7.2% includimg Embratel. :

: Shon-term debt as of December 31, 2004 amounted P. 6,435,708, inchiding P. 4,290170ofFannt:1‘
(P. 16,612,951 in 2003), compnised of P. 1166965 of bank dtbt (P. 16,612951 m 2003), P. 4243821 of

" Embratel's comméreial paper 2nd P, 850,000 of domestic semor notes “Certificados Bursatiles”, with a weighted
avcragemtemrrne.exchldlng&uhmtd nfS 1% (3.62 ’nh12003)and 14, NnmihEmbrml

.

F-’27 ,':.




" Comvertidledebt -

" Prepaid debt

On June 11,1999, e Comupany issued US.S 1,000 million in convertible sexor debenures that marured

" on June 15, 2004, During 2004 and 2003, TELMEX repurchased U.S.$ 424.7 million of its convertible

while some investors exercised their rights to convert debentizres in the amount of U.5.$ 5 million to 3,417,540

- series “L” shares, ‘Onthrmmﬁydau,ﬂxousmgdinghlmcmthzdebcmwuwasus.ssmjmillion.which
" was amortized as follows: U.S.$'569.8 millien was canverted to 385,285,200 shares at a ratio of 33.8110 ADR’s .
- (ome ADR equals 20 series “L" shares) per US.$ 1 thousand in principal and U.S 5 0.5 million was repaid in cash.
.- Interest accrued on the debentures was P. 748,558 in 2004 (P, 731,582 in 2003 znd P. 482,861 in 2002),
. Bonds: E ' o |

" a) - On January 26, 2001, TELMEX issued semior notes for US.$ 1,000 million, maturing in 2006 and

bearing 8.25% anmual terest payable . semiznmiually. Addmonally, on May 8, 2001, TELMEX issued
supplemental senior notes for U.S.$ 500 million with similar chasacteristics. In 2004, accrued interest on the
bonds was P, 1,513,187 (P. 1,502,756 i 2003 and P. 1403692 m 2002). ~ . :

b On November 19, 2003, TELMEX issued senior notes for US.$ 1,000' millica manuring i 2008 and
bearing 4.50% aurmal interest payable semiznaually. In 2004, accrued interest on the bonds was P. 550,690
(P.90856m 2003): - . . - S S -

<. Syndicated loan o S ‘ T ._:_‘_‘ - .

' On huly 15, 2004, the Cotnpany entered into syndicated toan agreements for U.S.$ 2,425 million structured

~ito two tranches The first loan & for US.$ 1,525 ‘millian, has a three-year titurity and bears interest at the

LIBOR. plus 0.45%. The secord loan is for U.S.$ 900 million_ has a five-year matunty and bears interest at the

. LIBOR plus 0.525%. Thr balance of these loans is mcluded under Batiks (U'S. dollar denominated liabikities).

Domestic senior notes’

Arﬁccmnbc:3l,2004,TEImhasplaced domestic suﬁmmsCtuﬁﬁcados_Bmsé:ilﬁ'jfhfimmi

"of P. 7,450,000 under the P. 10,000,000 program auhorized by the CNBV.

Lines of credit

* At December 31, 2004, the Company has long-terin tnes of credit with certdin foreign finance institutions,
The unused portion of committed lines of credit at December 31, 2004 totaled approximately P. 2,331,100, at a
ﬂoadnginmcstﬂteofappmximlyuBORpluswbasispohnsalthctimrofuse. At December 31, 2004,
Embratel has urused lines of credit in the amount of U.S.$ 143,515 that bear 3.5% interest at the time of use.

_ During 2004, TELMEX prepaid 3 portion of its debt with 3 mumber of finzncial institutions, excluding the
repurchase of convertibie bonds, 1n lhel amount of approximately U.S.$ 948 mmillion:

m'Dmuhbcm,EmhrimlcmchﬁeditsmpaymoIm:&h-mdud:dhiGMSmmng

© . program, Duringdlcsccmdhalfof2004,Embmtelprq:aidzppmxitmt:b'U.S.$SSSmiIqun,ﬂmssm]inglqans
o bwinganmxaiimustanthIBORpIus4%andﬂxelCD(lnmhankcetﬁﬁar:ofdeposi!)plustl%. Such loans
;. were paid using proceeds from issuing commercial papér and from other finapcing . obrained during the fourth

" cuatter 2004, Thepmposeofrcpnyﬁ:gsuchloanswasmmduccE_mbmm]‘scostofﬁ:_mmingandr:leasedw

guarantees provided under the debt refinancing program.

Embrate] also tepaid carly US.5 22 million in other debt not inciuded i the refinancing program that bore

. annual mterest of 2pproximately the LIBOR plus 3.5%. |

v




Restrictions

-i_' Ananzlymofthcfmugnammcydemmnmddebtszecembern 2004:.sasfollows

InNovcmbcr"OM EmbmelzssuedRSiOOOunﬂxmm;romsmymtes(mnunmalpapu)wsubsum

' 'thélowddcbtagx'eedonmﬂwzw3 debt refinancing plan: Such notes represent 102.3% of the ICD and have 180- . -

day maturities that may be rolled over for additional 180-day temms. Also, during the last quarter of 2004, Embrated ©

- 'obmnedloansmth:mmofUSS165uu]lmnwﬂhouc-ymmanmncsﬂlatbearmmlmmﬂaldnLIBOR' :
- plus 1.2% ' ) .

1

: Th:aboirc-mcmm:ddebtuﬁﬂnjmmcmrcsﬁcmtmﬁzmﬁﬁrcspcclttomzxmzmmgcuum

. ‘:ﬁnznnzlnnoszndthcsalcofasseu ammlgothﬂs AIDeccnbchl 2004, lh:Companyhascomphcdwnhmch'
restictive covenants, ce

) Exr_hangcmtt.at e

'Fard'gn' ‘_‘ December 31.; S
S durtency  C c 0 20040 .. Mexican peso A
. (inthousands) - {m units) - . equivalent .
6,721,643 P, 1126 . P, 75717968 S
1,023,575 . “424 7 4343870
T s 1.229.306

P. . 81,291144

Imgtumtkbtnmmmatl)eu:mbulﬂ Zﬂodareasfollows

Year - Excloding Embratel - - Em.bm:l T Toul -

L 2006 Po L 19,217,898 P - 699,778 . P 19817676
2007.... wes DR 2513730300 TS L 676378 i .0 - 25813681
2008.... © 12,575,082 .. - 3431674 0 21006756

- 2009.... 1066835030 . - T 191101 - T 6,874,604
2010 onwards : -~ 2,879,185 S 3547940 . . 3233979
-'Totz.l P .. 71452971 P -~ 5353,725- - P. 76,846,696

Subsequmtﬂ'em

- On Jamuary 27, 2005, TELMEXmadczbondphmmofUSSiMOmﬂhcndxu&:dmmm

of US.$ 650 million each The first plicement mantres in 2010 and beafs 4.75% ammual mterest and the second
mamres 2015 and bears 550% annual interest. Interest is payable semdi-annmally.  On February 22, such

' 'phcmmuwmmpuwdmdﬁ:cbozﬂsxsswdwmmeascdwUSS%OmdUSSSOOm.llhon. respectively. .

. InJamury:ndFebmny2005 Mmﬂxnh&d:&mbmdsfmaﬂ:lofUSSZlS?mﬂhm

{nominal value). The acquired bonds were part of the U.S.$ 1,500 million senior notes issued i 2001, which
- manue in January 2006. Ihedlﬂumcebcmumhcrcpmcbascpnccandmcmmﬂmlmofmcbmdquss
103 million. . .

"aedges.. A

Aspanof:tscmmc}hcdgmgmtegy tthompmy(exchxdngmbmei)mesduwam‘es t0 minimize

 the impact of cxchange rate fluctuations.on U.S. dollar denominated mansactions. During 2004, the Company

entered into short-term - exchange rate hedges which, at December 31, 2004, hedged habilines of US$ 3.220

" ‘million (U.5.$ 585 million in 2003). In 2004, the Company rccognzcdacbargeufl’ 499,679 (credit of P.826.886
.- m2003and P. l741454m2m1)mmlmofopmumsfordmschcdgcsmmpondmgmcxchange¢ﬁ'uum

S Tooﬂ'setltse:q)osmetoﬁnmalmks !thumpanyenmredmtcmesbmeswaps Under these
contracts, the Company agreed to recesve 182-day “THE" interbank rase and the treasury cemficate (CETES) mate

'F_";Ig 4‘..
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. 9 Dderred Credus

- ‘fmcommdsmhkncmpesmmdmpayﬁxedmtmmthcamoumdmmdbyapplmgagmedmmw
L ﬂmbaseammmlb::ﬁodofmmnteswapswaswwr&dnmmﬁmo{opmm L A
- At December 31, 2003, tthmxpmyhadmt-mteswapsfuramnlbmamm!ofP 12,390tmllxm'?;: e

';I;h:Compmvhadtmu'est—nnm'aps for a total base amount of USS$ 1,050 million paying fixed rates and ™ . ¢
- reccmngammcnﬂ:LIBORme and of US S IOSOmthunundawhrhnpzysam-mothBORmcand_ :

receives 3 fixed rate. At December 31, 2003, the Compasy had interest-rate swaps fof a rotal base amount of .

;P 12,390 million and U.S.$ 1200 million. Tn the year ended December 31, 2004, the Company recognized 2 net -
‘. - cxpense for these swaps m comprehensive fmancing cost of B. 418,632 (P_ 481,054 in 2003 and P. 318,563 in :: |

" -2002). - Addinonally, m2003!thompmyrcphcodsom:ofnstmpcso—dcmmmmdlwdges recogmzmga' S

-___-ﬁnanc:ngcostof? 1012210 - . :

s mmadm&nmddmmesﬁnmﬂmmmwmbmh(wapsmdfommds)mmmmcmc TR
C cﬂ'cmofcxchangemﬂncmihonsunﬂzcﬂnz:hanrealductofomgnammcydmommmdlommdmtcrst__ B
SmhhadgumvudmamomofBralennmainmusaxympayexchzngemcﬂm:manonsonibretgnmmcy
. denorninated Yabilities. At December 31, 2004, the Compary hedged liabilities for U.5.$ 323.9 million. Under-

these conmacts, Ewhmlmgmzcddmngthcpmod&omhugusﬂhmugthbuMachargeof

Lo P 767 Bl?cotmspmdmgmuchangc

: Defcm:d crcdm consm of Ihe folIowmg at Dcccmbcr 31, ?.004 and_2093

U304 i dogy
1912632 B, 1236377 T

154433 0101102 D
. 2,067.065 . P 1337.429

gt "December 31' :
. 2004
12,424,874-' ‘.P.'

CTamsner o 13450098 0
0 T7is9e0- . 1maed
1842524 . - 1739970

S 272168 0 -
P. - 17994716 - B.




11. Foreign Cum&' Posiiion and 'I'ransacﬂbns'

a) AchcunberSl 2004de003 thtCornpanyhadliwfoHomngfomgnmnmydmomztcdzssmand .
babikities :
. Foreign currency in million . -
Foreign Exchange rate  Foreign Exchange rate -
© currency .. earremcy - ., T
o at December . af Dmmber 31
2004 31,2006 .. 2003 .. 2003

Assets: B R . ] o G
. US.dollar-" - . 1305 . P 1126 Coo 128 P.": 1124
Argentineanpeso . 107 . 379 . T
Brazilaareal = 73060 424 i T
Chileanpeso = -~ 20168 - 002 . T
Colombianpeso .~ . - 10433 °  00047" B
Pcnmz.nsol S P ¥ |
Liabilities: ’ : .o ] R L
US.dollar - .- 7485 P. - 1126 = 5434 P 11.24
'Argmunmpm ' 62 kv, : .
Brazilanreat © = . 73512 424
Chileanpeso . - B33y - 002
Colnmhunpe;o to13am 0.0047 R
Peweunsel ' - . 1 343 _ T o
Euro -° . e 1417 R R L (-

A:Febmazyzs 2005 cxchmgeﬂtuzr:asfollows . ,', o o " e i

. ' o L Exﬂ:gggei‘ufe
. Currency A fP)

1110
Y S
et 426
o 002.‘

00048

341 - K

1472 - :

b) d:eytmendcchczmberlﬂ 2004 and 2003, 'I'Elmh:dmcfo[lowmgm:cnonsdmommdm

fomgncmn:nnes ClnrmcarsothcrthmﬂmcUS dollm'wu'etrmslzrcdeS donmusmgthcawmgecxchzngt
rate for the year.

) Million of dolhrs' : s
: : ) 2004 2003 12002 -
Net revemes. . i, USS 1623 USS 211 UVSSs - 256 -
i . To1353 ) 106 - 1000
10 O AR
409" - 361_' w78

F31,
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12. Commitments ahd_Conﬁng?e@:cfes :
Cnm.uutmems

a) Tthompmyleascscuhmu;mpmunusedmmopmnmsmd:rcapmlleases AzDecunbchI.2004 d:u:

- Compznyhad the folimvmg commitments undernon-uncchbic lc.zscs

h

;‘-_YearendedDecemberSl, N . : e e
12005 ) e o P 972,637
2006..... ‘ et e e Tt 362,186
2007 : e S -7 3331
BO0B et e Do et s s e e e e 32216 |
2009 e e spssres e iy 32,089
- 2010 m’zrds e - I o 240,605 .
- Total.,.. SN S A I i o 1673105
Less interest. : C . 304375
Prtsemvalueofnummumnﬂrmnlpaymuns_ i "1.468730 0 ¢ s
Less current portion... : . 921 836 o
Long-term obhgauon at Deca_nbu- 31, ..004_ 546,894

b) A:DeccmbchI 2004, ﬂmConxpmymsnmancdzbkcmmmofP 9,389669(? smssomzoos)- ?
ﬁrth:]mrcbzscofeqmpmmt. Paymmtsmad:mderpmchascagremtsagg:gamdP 9059660m2004ami o
P. 3.944,213m"003

') AtDocemberS! IOMtheCmpanyhzsoms!andmgltnmofcmdnforappmmmzmlyP 122436(1’ 167000

in 2003) :ssurd to forugn supphers for pm:hzse of matenials and supphes .

- Contmgenciesof \Iexico :

: d) InFcbmm-y 1998 'the Federal Connms:mn of Econozmc Cmnpetmon (COFECO)dmmedﬂmTcléfono&
© T de México, SA de CV, has substantial power in what it referred o as five wlecommumications markets so that, in.
conformity with Article 63 of the Federal Telecommumications Act, COFETELnny(mposespeuﬁc oblzg:nuns‘»...
. wr&mpcﬂmmchargrdmdqmmyofmmsmdmfmnm

. -'Th:eCc.'xnpany'st:!ctema.llawycrswhoarchand]mgﬂnsmanrra.lcofth:oplmenrhatdusﬁndmgls::f
* unjustified Consequently, Teléfonos de México, S.A. de C.V. filed an appeal in the Federal District Court and

obmmdpmtncumandshelterundcxMcxmmFedemllaw In September 2004, COFECG handed down a new
mhngwppomngthcﬁndangsmthrcSpedm:hcsubsmnalpowatha:Tekfumschmco SA de.CV.
exercises over five telecommunications markers. Teléfonos de México, S.A de C.V. filed zn zppeal in the Federal
Dlsm:tCom'LIuOCtaberzom suchappulwasadrmmsdbytheommmdthcﬁmlnﬂmg:ssuﬂpendmg ':

: Asan:suk.:thOFEcohasmuzwdothap:mdmgsagmuTelefmschmco SA deCV.that
ZPPf-‘alﬂi o

have a!so bemg
g - In Deccmbcr 1995, a compmm th:t pmndu ce]lu.la:r telcphm: services repom:d Teléfonos de Mcmx:o

' SAchV mth:CDFECOforaIlegedmonopohsucpramccsmdmdmconccnnnon. e

In Fuly 2001, the COFECO ruled that TelefomsdeMmm SA.chV was mponsﬂ)le fm mcrncpohsu:- :_ .
practices and undue concentration. Teléfonos de México, S.A. de C.V. ﬁ]cdanappcal rwonsduaumagamsl
durulmg,bmthca;pczlwzsdochmdmfomdcdandth:nﬂmgcmﬁmwd :

Ihempemwdcfmgagmmtthecmﬁ:maumofﬂxmlmghzsbcmprﬁemedbefmihc chenlComi E
of Justice focr Tax :ndAdmm.\smvc Matters. . L

f) mm:mSomzlSeamryInsnm(ﬂ\!SS)audxtedTelefmdeMm SAchV fortht19'972001. .
penod Aniltconchmonofdleauduguwasdmdmeekfmoschmco SA.d:C\-' awcdatotalof—

CER '



B Income Tax on Inbmmd Imemaaanal Income B

approximately P. 330w0(hmd'amm)mmsﬁmmmdmmmnluly2 2003,

Teléfonos de México, S.A. de C.V. ﬁkdanmaibcforeﬂchd:nlCmmomecefanmdmhnmsmm:__
Matters, and in accordance with Mexican laws, by means of a bank trust guarsmeed payment of such tax Hability

through July i, 2005. Ithmnpanysextunalhwycrswhomhzmﬂmgth;smammofdrqmmdm

’ .ahhoughﬂwCompmysappcahsmdlfmmded,mutunogmmdmnmﬂpxnad
. :_Cunlmgmues of Embrntelandsmr One ’

' Bm:llmn vai'ue-add’cd goods and services tax (I CMS)

Emhrmiremvedanmbuofﬁmfornm-pmoflmsfo:muoesp:mnded mehding
interfational services and othess, considered by Embrate] as exempted or non-taxable. Amounts of approximately

P. 363000mconndacdaspmbablelossesmd:ensesznd“mdu!ypmv:dedformdnmbszdmysﬁnzncul;

statements. Ammmconmd&cdumqmndmgwchmmmchm:huyusmnﬂdam}wﬂmﬂ )

' mapprmmmly? 3793 000; asaresmr.nopmwnonshzvcbccntecotdcdforsuchammm

InJuJ)r2002 Sterncreo:rvcdmoassessmentsbythcnxanthonn:smlhcsmeefmodelanmmfur
payment of ICMS in the amount of approximately P, 1,001,000. These assessments refer to the ICMS tax on

Internet and satellite use, In March 2004, Star One was required to pay approximately P. 84,000 in the Brazilizn

FedemlenctfmICMSnmm:donsaml]muscandmhnobhg;ums ‘Bascdonmmagunmlsmddx:hwym
csunms,SmOnefamlmvnskoﬂonngthcscabow—mummedmsmdwuscqumﬂy hasnotpwwdedfor
such:mom:smmﬁmnnalsmemrs

’ Tthompanyscﬂundhwyuswhomhmdlmg:hsmaﬂnmofdxopmmnhztﬂﬂmugbﬂm
5 Compauyscasctsweﬂfotmded,thmxsnogumwethamwﬂlprml o

Bascdmmkgaimmopimmﬁmhﬂdbehaa:ha:dxfmgx:opﬁmgmﬁom"

‘tclecmmunmonssmues(mbmmdmiﬁc)isnoiwbjcmmlzmm In connection with this magter, in March -
" 1999, the Brazihan Federal Tax Agency (SRF) assessed the subsidiary in the amount of P, 1,219,000 .

wmmzmlyfmfazhngmpaythcmlamdmcom:mfmdnywsl%mdl”? Emhm.n:lapp:a!ndmdlc,: .

Taxpaycrs Comnlagamstﬂnsdtaszm,whmhxssuﬂpmdmg

. luJun:1999 Embmclwasﬁuﬂmassmscdfornm-paymcmofmcmmmnctfmugnmmmc .
" for 1998 zmmmungmapproxnm:ely? 273,000 . ) ‘

Asamsdtofanunﬁ\mahl:m!mgofﬂxeathmmsmwdcf:nsccont:snng!.hxsassesmderCompany
requested 2 wnit of mandamus, which was initially tejected by the court.  However, such ruling was subsequemly
modified 50 as to reflect a favorable decision for Embratel. Based on the opinion of the subsidiary’s management
and its legal advisors, whoocnszda!h:pmb:bﬂ:tyoflossasun}jkdy nopmnsmnshzv:becntccordedfotthc
rd:nedammunsofthesmrs .

'Ithompanj.smnaliawye:swhomhzndlmgﬂusnmmmofthcop:mmthatﬂﬂmughﬂm
Cmnpanysmsezswellfomcd lhuczsnogxmmteeﬁmnwdlpmml

Bmd!im Social Welfare Tax on Smace E\pom (PIS')

) lnAugus:"Cm Emblmlreca\tdatzxclnmﬁ'omihzﬁuzthmf'edaﬂanScrucc(SRl’)tnlalmg__
approximately P. 675,000 for payment of the PIS prior to 1995 which had been offset in accordance with Brazilian

tax law. Basedmthcﬁcsmdngmtsmudcdmdakomthcop:mmofﬁummysemnﬂhnm

' "Embratel’s management evaluated the probability of a Ioss and no provision was recorded in the financial -
statements for this matter. TheCompau)scnumllzwyuswhomh:nd]mgthlsmancrmofﬂnmmmﬂm F
alﬂwughth:Commyscasemweﬂfomdedthﬁeumguxmmthaxnmﬂprnml . )
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- trmszx:nons with related pames:

Bra‘.'ilin'rl F iname Tax for Service E\porr Scrur!g' Tax (CO.FH\’S‘)

. Tha'elsalsoacimmzpmstEmlmzelammmnng:pprmmatelycfP 1451000relawdtod:cCOFlNS:
" exemption on the expartation of telacommunication services for revennes through the end of 1999. According to

7. . mariapement, there were several emors in the computation of this tax made by the government auditor and,

- consequently, such amount was later reduced by approximately P. 934,000, Embrate]l appealed the case m the

highest administrative court and in July 2003, aruhngwanssuedreqm:mgthccla:mtobcrmmdmﬂmﬁm
administrative level A new decision was issued by ‘the first administratve level confimming tha the

) remainmg
upda!ad:mmm:msappmnmzt:lvP 1,004,000, Emhztelappcalcdtoahsghﬂadm;msmm'elcvelwhlch:smﬂ

pendmng dausmn_

' Basedmmﬁmmdngmmpmdeimdalwmﬁxeommofthe&mpmysmnﬂhwymA
. -Embrmlsmnzgcumeonﬂdusdnpmhabdnyofalossmﬂnsmcasmhhdy Accnrdmgly o provision was
;recmdtdmdmﬁmulsmmm:sfm‘th:smantr

Th:CompmysaRmzlhwymwhomhznmmgthmmmmofﬂ:rop:mm&maldmnghthe

’ C&mpanyscasusncufmmdcddmensmgummeﬂmnmﬂp:uml
: ,Dupma with mirdpatﬁes . ]
Cummcascsmmanad&mccdsugeof&chnganonpmand,accordmgm Embratel’s external -

lawyers, th:subndm:ysmnisachmoflosmgaﬂnstmmcof&mmsacmsequmﬂyP700060(restz:ed}has

been provided for possible unfavorable rulings. ~ For other litigation totaling P. 62,809, Embratel provided
puarantee deposits of P. 45982 Accordmg to the Company's exiemal Lawyers, althwghl.he(:otxq;anys

arg\mmlsmﬂnsusemweﬂgrmmded,ﬂzue:smgummof:ﬂwnblem

Relattd Parties

Inrh:y:zrsmdechcembch! 2004 2003:nd2002 dlcCompmyhadtbtfnllowmgsxgmﬁcam -

2004 .. 3003 2002

+ « Investment and mqwnm:

Purchase of materials, mvemnn:sam‘lﬁxcdassas(l) P. 5885234 P. 4028643 P. - 4950722

Acquisinion of 60% of Teclnel : 874,580

Payment of insurance premizms, fees for
administrative and operating services, sccmuy

tading and other (2)_......... S 3,156,263 - 3,999,089 3,007,890

Payment of CPP interconnection fees | (3) ......................... - 10,318,946 9,510,571 8,776,262

Revemuas: o . .

Sale of materials and other services (4) ........................ . -P. 989,070; P. 685,776 P. 585,448

Sale of tong distance and other telecommunications - Co. E L ’ -
L Y ) TP 4, 318 212 3,577.668 3787 415

(l) In2004 ncludes P, 379” 49?(? 249{36251112003 z.ndP 3748112132M) for hasmgncnvurk

comstruction services and materials from a subsidiary of Gropo Condumex, §.A. de CV. (Condumex), which is
mdercmmnmnnlmthCa.rsoGlobalTekcom, SA&CV (CusoGlobal) thepatuncompmyof'l‘clcfonos
chwco SA. deCV.

{2) ° In 2004 mcindes P. 828,172 (P. 817,320 m 2003 and P 61746751200”) for tnsurance premmums with
Seguros Inbursa, S.A (Seguros), which, in tum, enters mnto reinsurance agreements with third parnes, and P.
128,506 (P. 140,119 m 2003 and P. 115.283 m 2002) for secunity wadmg fres pnd 1o Inversora Bursinl, S A
(Inversora) as weil as P. 334,083 (P. 344,734 in 2003 and P. 300,142 in 2002) for fees paid for administrative and

’ cperanng services 1o technology parmers (SBC Inzcmanonal Inc. and Carso Global). Seguros and Ioversara are -

cmmnonconuolmxhCarsoGiobaL
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i -Alfab:hrm

3 - Inmanmcuonacpenscsmdcnh:“CallmgPaerays" (CPP); o:ngomgcaﬂsﬁomaﬁx:dhned
te!ephmemaocl!nlaneicphmzpazdmasubszdm-yqumcnaMmﬂAmanavﬂzsmderc:monmml

- with Carso Global.

@ - lnch;dcs9243,304m2004(P130791m2003mdPl46647m2002)fmmthesak0fcmsmmnn
Condmnex.

‘_ ma:cmlswasnbsxdmyof
.(5) RcvemmﬁomhﬂmgsmAmcszﬂsmbmdms

A.tDcccmbcr3l mmhﬁammsdmmawbs:dmyofCon&mxmdambsﬁwyof

América Mévil of P. 138,688 and P, 990,353, respectively (P. 271,567 and P. 868,961 m2003) Emb:‘.ltelhada :
_lm&umasubsxdmyof(impo}'mmombuu S5A deCV. (Inbutsa)for? '563,240.: - o

‘ TELMEXpmchmnmﬁuulsmdmmes&omswaﬂsubstdxmomeposto SA. deCV which
uundercommonmmiwni:Ca:soGlobaLAddmom]ly Inbursa and its subsidianies, which are under common
control with Carso Global; provide banking and msurance services to TELMEX. Contractsd prices of materials
andcons:duatmmfnrsumcesmnmdarmthoscthaumﬂdbcusedwx&xmrchwdmcsmconmmbl:'
transactions.

Th:compzmesmﬁmmedmth:snomarecmsxdmdmbcrdmdpama sm&e()enqnnysmnnpal

‘mmkhokktsa]sodnulymmdnxﬂyhnldapqcmugeemmymmmmaxhump:ms Carso Global owns the

mqmuyofdz:to@gshar&ofrthompmy lmnaunmllnr_xsanummysmckholdcrofdmCompmy
14. Provisions ‘ ' '

Th:folluwmgaredumamprmmnmfwth:Compmy w‘h:chmmchMaspmofﬂxupumAccmad

. MEuurympmwmfarothacmmemployubmcﬁsfmthzymmddDwunbun 2004._
and 2003 was s follows: : }
e - : w04 2003
. Bcginnmgbalance at I.‘nmaryl ...... ST - 934,413 - P. . 1136345 -
. Effect ofacqmredcompames : eeerarnen © 136,943 e
Increase through chzrge 10 CXPEDSES....ooves s ] 3365827 7 3339111
Charges noprowswn N S T (3.281,625) - (3,541,043
Emhng balam:e at Dccunbcr 31 ............. P 1155558 P. - 934413
"The a.ctivity m th: pmvisinn .for.vaa‘:icns for the years ended December 31, 2004 and 2003 was as.
follows: - - S . Co . :
' Y 2004 © 03
Bcgimaing balance a1 January 1 . P. 1,095,700 - :
- Effect of acquired companies : 317,290 E :
- Increase through charpe to expenses................l....... 1,556,507 P. 1448972
Increase throngh charge 1o other :m:cmnts ................ 1,095,700
Charges 1o provision: . c(1.547817) - {1,448.972)
Ennhngbalmcea:Decunhchl ................................. P. 1421680" P. 1095700
IhcamvnymmwmfmﬁmhmlsmnnngmcﬁfmﬂmpumdﬁomAngtmthrmgthmbu
2004 s as follows: )
Fa
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\" P. 10,000,000 (historical), respectively.

Balance at the date of purchase......._.c........] g “ P 2,024,691
- Increase through charge to expenses.............. SOS - L7867
_ - Charges to provision : N _' ; . (@7430) .-

. - Ending balance at December 3. . P 2075.338

15. Stockhoiders® Equity

N mDe&mbUBI.EW.mﬂlmckhwbyll,832£niiHmcmmmnsh:resissi;.edand

. outstanding with 5o par value, representing the Company's fixed capital (12,109 million m 2003). An analysis is .

as follows: = |

S , 2004 - 200

4,063 nnilion Series “AA™ shares (4,136 in 2003)........... P. 14476409 P. 14,736,706
252 million Series “A” shares (265 in 2003).............. 1052998 . 1.104,545
7.517 million Seties “L" shares with limited voting : :

rights (7,708 18 2003 e ‘ 12472 411 13,286,749
TOME ..o e o oo P JBOOLBIB ~ P 29.128.000

Series “AA” shzrcs, which may be subscribed cnly by Mexican individuals and corporate entities, mmst

: represent at 2ll times no less than 20%% of capital stock and no less than 51% of the common shares, Common -~
Saiaf‘A“shar:s.whichmaybeﬁcc!ysubsaibcdmustacwmtiurno;rmthm19.6‘%efcmitalstod:mdno .

more than 49% of tic commeon shares. Series “AA” and “A” shares combined may not represent more than 51% of
capiul'stock_ThccomhinedmnnbcrofScrics“L"sh‘uis,.wlﬁchhzveﬁnﬁmdvuﬁngdgm;ndmaybeﬁtgiy

" subscribed: and Series “A" shares may not exceed 80% of capitl stock.

- l-a)' . }ﬁrim.THMiuiﬁamdémgxmmmchaéiﬁmshzes.Ad:afgcismadctorcﬁimd_e'm;ﬁésfur;-

tbeext_:ess_c_ost_ofﬂmshxmpmchasedwqﬂ:cpqrﬁonofupimlrmckrep:u‘an:dbyﬂ&shxu ired.
At meetings held on November 30, 2004; March 1, 2004, Agril 29, 2003 and April 29, 2002, the
sckholders approved an increase of P. 8,000,000, P. 12,600,000, P, 7.601,474 and P. 4,549,888 (historical),
rtspoctivdy.inthetuﬁlamhmimdlﬁsmtica!amoummbeus«ibyd::Compmymacquhtitsmshams

ging the total maxirmum amount to be used for this puzpose o P. 9,384,119, P. 12,001,362 F. 10,000,000 a@ndr

During 2004, the Company acquired 7078 million Series “L” sharcs for P. 13,860,547 (hissarical cost of

P.13,482.173) and 1.7 million Series “A™ shares for P. 33,036 (histerical cost of P. 32,134),

During 2003, the Company acquired 668.3 million Series “L" shares for P. 12,007,515 (historical cost of
P. 11;197,226) and 3.9 million Sestes “A” shares for P. 70,720 (historical cost of P. 65,805). ' o

. During 2002, the Cotnpany acquired 387.3 million Series “L" shares for P. 6,774,662 (historical cost of
P.6,041,620) and 1.4 million Series “A” shares for P. 22,916 (historical cost of P. 20,747). S

‘D) I oonfonmty with the M:xiczéx Corporations Act. ar least 5% of net income éf the year umst_be-'

appropriated to merease the legal reserve. This practice must be continued each year until the legal reserve reaches . .
nkastZOEQOf_mphélmckissue&mﬂmnsmdjng ' o S . : -

d)  In2004, as 2 result of the maturity of the convertible semior debenmures, the Company issued 388.7 million
Senes “L” shares (see Note 8). : . .

€)' Eamings per share are obtained by dividing majority net income for the year by the average weightéd

. number. of shares issued and outstanding during the period. To determine the average weighted number of shares
ksudmd@mdhgmcm&ubymem'hn:mmﬁmdrmm&m .
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;ad&uontottwmaummwﬂ:mmdmtfonbcacqumumofmnshm

The diluted eamings per share were determined considering the effect of the shares that may be delivered

 (potentially dilutive shares) as a result of the convertble senior debearures described in Note 8 and of the stock
. options described in Note 17. The computation was made by deducting from majority net income for the year, the .~ .

comprehensive financing cost, net of income tax -and employee profit sharing, denived from the convertible,
debemures. Thcadjustedmcomcwasd:vxdedbyﬂ;camage“e:ghtedmbe:ofshmmsmdmdoutsmdmg.

_.talnngmmaocmmd:tmmbu'ofputcmzllydﬂunv:shm

An ana.lysxs is 2§ follows'
S IR 2004 : 2003 2002
Eamings per basic share: ‘ o ‘ T . ]
Majomy net meome . . . . P, 27,496,601 P. 23,614,906 P. - 21,402,713
Weighted average number of shzrcs usucd and. - . _—
curstanding (millions)......l i e : : 11953 . 12454 - 12,986
Eamings per basic share (in pesos) ................ JE—— - P, 2300 P. 1.897 P. 1.648
Eamings per diluted share: - .
Majonty net ¢ income .. R P. 27496601 P. 23614906 P.° 21402713
K Com-chcnswcﬁmnmngcnst(mof ', S ) : .
" - income tax and employee proﬁt shanng) P 480,406 559,020 736,520
. : Ad_]usled NCOME. .l . P " 27977007 P. 24173926 P. 22,139,233 -
’,1.chghrzdavmgemnnbcrofsharesmsuedand . PR S ‘ .
' omstandmg (::rulhons} e 11,953 12,456 - . 12,986
Pmcnnzlly dilunve slwtsd..ﬂﬂ ik R I 691
‘Welghzed:vungemmbﬁofdxmrcdshams T . . - =
! issued and outstanding (MiKORS)...o.orierra i 12,207 - 13.101 C 13677
Eammgs per dlhrtcd shar: (n pms) vensesi et P, : "293 -P. . 1.845 P. 1.619

- B AlDecunbcr3I Zmoﬂuxcmulabdmmhmvcmmm:mnsmdudeth:dcﬁﬂtﬁomdm'
-xtsm:mmlofstockho]du's cquity, et of deferred taxes, effect of instnunents available for sale and effect of

translation of foreign eutities of P(65,884,933), P(1,104,876) and P. 769,322, respectively (d:ﬁu: from the
resmemmrofstockholders equ:ty netofdt&rredmofi’ {64,095,920) in 2003).

) 0nMarch9,2005 Ih:CcmpanymmcedﬂlnmApIﬂZS 2005n1llsubnntforommdu=amofthr

EmnrdmaryapdthcAmmalShzdmldas meeting, among other matters, a propoesal to: {Qrsn'ucmﬂmmmzbcr
of “AA™, “A" and “L" outstandmg shares, through a two-for-one stock “splnt”; and (u) meas.em?G.OOOOOO m

16. Income Tax, As’set Tas and r.mp:o{-.e Profit Slmring

- a) Tthmsuyomeemthchdnmﬂ:mdeﬂMmmhm&cMcmcmnpm

tax, retams effective January 1, 1995. The Instinito Tecooldgico de Telzfonos de México, S.C. and thr subsidhanes

o 'acqumddmmglh:yea:areexchldcdﬁomthxsuxcomohdam

* On November 1, 2004, tthxmsuyomecemdPubthmdnzuﬂwnzedﬂruanumsswnofdmm

: consohdanonofTelefonosdeMmco S.A. de C.V. and 1s Mexican subsidianies to that of Carso Global Telecom,

SA deCV, (cnnn'ollmgcompan}ofT'El.ME()sﬂnmgm 2005 in conformity with the Mexican Income Tax
Law. However, this does not result in the tax deconsolidation of Teléfonos de Meéxico, SA de CV. or its
subsidiaries, nm'm:hcucusmgtoconsohdatcformxpmposes

b Thelw-m!m“'tnchxsammnnmcomemupayahlemthcaxmgcvalucofmmnﬂof
cenaini liabilities. Siirce asser tzx may be credited againet theome tax, thé foriner 1s acrually payable only to the
- extent that it exceeds income tax. Asset fax for the years ended December 31, 2004, 2003 and 2002 was

R



P 2?0646” P 3004,2333:1:1? 2944063 rap:ctxvely mwchywsmmuedmdagmnsnh&m

<)

e . DS L X004 ~ 2003 . 2002
. CUITent YRAL s e P 15076689 P. 10143851 P. 114636130
Dcfartdﬂx.nﬂofrelz.tcdumcmlyposmoa : : oo T . i
gan of P. 1148898{P 8680881!12(!)3 R . - ) -
and P. 1202311 in 2002) - - : DL QM9 o248 - 1495252
Effect ofchange in smwry rate.. oo, (248513 - : ~ - (1.837.584)
Tolzl.........: .............................................. - .12,36" 023 P - 10787 099 P. 11,293,798
Arecom:hanonofdmsnqu oorpomem:amcmmemthceﬁecmemerem@mdfmﬁmqal
reporting pmposes is as follows: - : : )
' ' Year ended December 31,
3004 - 2003 . 2002
- % - . % - %%
Statutory income tax rate - 330 . 340 . 350

. Effect ofchmgemratc P
- Deprectation.......... : Ll

e Eﬁ'ecuvemmefotMcmcanopuanons

.7 thcourpomemcnm:mpmd.

A.nanalysrsofmcom:mmﬂsmnssasfoﬂmvs o

G e s (51
el (05, (06 14 L
Financial cost.. T TN : § IENRSE AR (1)) I 0
Other ; el 09 (08 - {0.2)
76 . ¢ . 28% - 312

Rcvemzcsandcostsoffom,gnmbﬂdxms_.. 1.1 . .
Effective tax rate 28.7 . 289 312

,aneﬁanberl,ém,madﬁiﬁmdmhkwmemm:émmﬁxnmmm

' "approved, starting in 2005 untl the rate reaches 28% in 2007.- Theeﬁectofatherechmmrcptscnmdaa:dn
to the results of operations for 2004 of P, 2,485,137.

’ :zﬁi:tox'edmmnngOOBMIthcmmrcach:ABZ & m 2005. Tlreﬂ'cctofﬂmm~mrcchzngeond:famdtnes'

In 2003, lh:dccrcascm:b:cﬁ'ccuvemm'irfmtheeffcctofﬁmncngcostsdrnvedbmcallyﬁum

"\ uorealized gams dcmnmned in the mark-m-mzrkct valuatmn of madncublc sccmucs

OnIamu:yIZODZ,agmduzlme- pomtmnlmd:.mnonmﬂ:ccmpmmmmm:mm:was

muncdau'edncfP 1,837 584t02002n:5uhsofopuzuons

mmpmxyd:ﬂ'umcesmumchdnCmy(mhuhngmenchmnAmmmmdms)

.mogxmeddefcxredmmtheyemmdedmberﬂ 2004md2003 wereasfollows

. Deferred tixazet: -

w8 - - . :ous:

An for doubifol accomnts ol slow moving Trveories . BESES. - - RISI@
. Taxloeseamyfowads:c . .. L o R TIE® .- 5915 -
T Adaeebillngs © L v . L 51664 mns
Luhhtypmm.. P . T e - U emaw
. R P o T 3030098 1E3547
 Fixed 220tz . . : T (12,037.407) C s26RESy
Evemmories S o ‘ 304,448 ST (E93s01)
Licences . - S (134,068 © (156400
. Netpejecwdame L R (1661 519,477
. Prapaid pxpemen L S SRR (309,125 : - pon
- R R L (30,151,851 . . @mMLng :
. Netdefred g Wsbility. 0oy - B T (IRI0LESH P OLSISE) -
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L _ lyearendechcunber_Bl,ZOQ#mzsfnﬂm:_ .

' . the restatement of depreciation expense, -

" As Deceaiber 31, 2004, the balance of the “Restated Conmibised Capital A¢count™ (CUCA) aad e “Net
Tax Profit Account” (CUFIN) was P. 26,694,100 and P. 58,952 .93 1, rcspccnvciy These zmom'ts' are for.

< ‘Teléfonos de México, S.A. de CV, computed on a stand-alone basis,

& mmzy&ﬂma;nwﬁauxawmwnmmam@m deferred taxes in the

2004

Deftrred fax asser:: ) N
Fixed assets S . S P. 1,044,300
Allowance for doubtfi] accounts ™ . - 2654421 .
Tax loss carry forwards - A S 1 W
Advance billings | . SR Lt 65,0000

" Liability provisions s ' - ) 775121 -
: _ R RU L Lo T T e 41%6
. Deferred tax liability: - - T e R R
Licenses - Sl T T . . (662,485)
Inventonies R S . o 49 -
- . ' - {711,551)

. Netdeferredtax asser - .0 .. * . P, 5329575

1

c) TELMEXmmeeﬂmpzyumtcfanployecpmﬁzshmmgmaddmmmmcmxhnlcmnpmsaums B

and benefits, Employcépmﬁlshﬁngistommda:lq%ofu{x;rmﬂt.cxclu'c‘ﬁngthcinﬂaiima:ycbmpoﬁﬁqtmd'
17. Stock Option Plan - o S : .
LI Sehmubq'mm-;-as approved by the siockholders in an otthnarymneung beld on February 6, 2001,
TELMEX established a stock option plan far s’ officérs for up to 50 million Series “L™ shares. From September
2001 through December 2004, 31,416,905 shares were exercised. - Of the 50 million Series “L™ shares approved by

- the stockholders, 18,563,095 have still not been exercised. .

’ S"nbstqumr event

In a session of the Company's Evahuation and Compensation Committee held on February 8, 2005, the

Sertes “L” stock option plan was revoked and the remaining unexercised shares were canceled,
18, Segriients A, o

" Tﬂmmmﬂfmmvugnmmbcﬂmdlmg-mmm@icumdmh
twdmﬁcmmm:h&xkomdbﬁnAmuiaualm!mhamm:mmpmdsmﬁndlocﬂwﬁnd

. service, The long-distance service inchudes both domestie and mternational services. Other segments include the

long-distance calls originated in public and rural telephones, éorporate networks, Internet] directorics and other

-services.  Additierial mformation related to the Company's operstions is provided in Note' 1. The following .
. stmuna.ryshowsthemostimpmmtscgmgminfmma@mwhighhubemprepmedmacoq;ismbasis:’




© services,

" (Amomts in milbieos of Mexican peses
. with purcharing power vt Decraber 31, 2064 * -
- " Lacal " Lleag ~ Oiber Laia . - Comalidated’
AtDetemmber 31, 2004
Extemnal _‘ . P TR P 3% P 204N - sy § P mEm

! fre uxr 188 CP (12465

- Daptetiztion and amcetizas i 1350 Y o 27 . ben

Ooemting & - : ©nm 6565 - asy W ags
Segment 2zt o 739,71? 43,]5‘5 43061 15, T : 418,341

" AtDecembes 11, 2003 -
Exteraal P°o7S® P T3 P od87 . p. nen
Irterzezmment . 1w T L2 P (2261 . -
Degeuciation and amortizati 2 A 2831 408 oo oL nier
Operating icexne. ENSE 77,531 7240 " 7011 - BT -
Segremt st : . DI, a7, s Co _ nE2;
At Decamber 31, 2002 - o : o N
External revy P. 78543 . P 267480 P 1B0IS.c0 - © P IB3N
. lnnreg A R - TS RTINS A ey -
Depreciation and amortizad BRI T X1 & A 10T T 41830 - RN T n4m .-
Operating £0ome. ..o vt I K R : I -

e 210,201 Toass2 L0 oarm T L T o a9

(1) *  Revees of the recemly acqiired Latin American subsidiries derive principally fom long-distance

Intersegmentat transactions are- tepocted at fur valoe, Coﬁ:;n'ehmsive ﬁ.n:.ncmg ‘cost and pfmmcus for.
income tax and employee profit sharing are not assigned 1o the segments; they are handled ?t the corporate level.

' . Segment assets include plant property and equipment (on a gross basis) construction in progress, advances
to suppliers of équipment and imventories for operation of the telephone plamt, . _

19. Differences between Mexican and U.S. GAAP

'rhe: Company’s consolidated financial smm:pﬁm amprepamd in accardance with Mexican GAAP,
which differ in cermain respects from accounting principlés generally accepted in the United States (“U.S. GAAP™). o

TbcmcmcﬂiaﬁonmU.SGAAPdocsmthmhdcﬂmrﬁusalufﬂriﬂjtm_mlh: financiat |
statements fortheeﬁ'rctsofinﬂa’:ionrcmﬁmdmderMﬂdm_GAAP (Bulletin B-10), because the application of -
BullctinB-lOrtpresemsaeomprchalsivcmmof&zeeﬂ’ectsofpricelcvelchmgesind:eMadcanmwmy ‘
mdumxh,ﬁconﬂduﬁammnhgﬁﬂmmﬁﬂm&@nbkmwcoﬂwﬁmndﬂmﬁngfwm
Mexican and U.S. accounting purposes. S i ‘ .

_ Themkxipa!diﬂqmccsbcmmMexicahGAAPmﬂU_S.GAAP.is_ihdréhtemmeCompany,arc

desctibedbclowmgeﬁwwithmexplmztion?whrreappropriate,'ofthc‘methoduscdmdetuminethc adjustments . ¢ -
that affect operating -income; net income, toal stockholders” equity and resources: provided by operating and © . .
financing activities. - S CL T i IR
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" Cash flow tnformation: .

Utrder Mexican 'GAAb, the Company pnsems consolidated statements of changes in financial ﬁoﬁﬁm,_

as described in Note 1. The changes in the consolidated financial statement balances itichuded in this statement

. constiute resources provided by and used-in operating, financing and mMvesting activities stated in constant pesos.

(mh&ngmoueﬂxyandﬁrugnexchmgegmmzdlﬂsses)

- Stateent of Financial Accouating Standards No. 95 (*SFAS 95%), "Statemeit 'of cash flows,” does not

provide guidance with respect 1 inflation’adjusted financial statements. In accardance with Mexican GAAP, the
changes in current and long-tersd-debt due 1o restatement in' constant pesos, inchuding the effect of exchange
differences, is preseqted m the statement of changes in financial position in the financing activities section. The

bas adopted the guidance issued by the AICPA SEC Regulations Cammittee's International Practices

company t
Task Force in its meeting heid on November 24, 1998, encouraging foreign registrants that file price level adjusted
'ﬁna_acialsmémeﬁt;mprmddgmshﬂowmwmgnm;hushqwscpmmlyﬂwcﬁgtﬁofmgaﬁmmczshﬂgm. T

If the monewary gain and the exchange gain or loss related o the debt, were treated 25 companents of

_operating anhiﬁs.amnmiudmmﬁdzmdm_of_mh flows denived from information prepared im

accordance with U.S. GAAP would be as follows: - - -

N



Yeur ended Dcnul;rl.l, B

Nummusm : PO2¥4651 P DANME P 19425471
mem:::mbmuipmﬂ N T .
hmm\m . N

it - S 25,410,024 4241590 24,209 866

Amertization...... i L 345,082 206,038 - 23844

: : 4076379 - 590628 . 108,774
{3,433.961) . (2.464,448) - - Q8L
114,845 CIETR6S . 275302
G.275214) © T 4507973 2,186,111
380207 6196818 (29L107) |
R 122,263
D 4546418 . (14036.9[7) - {3,365,568)
26958317 7336471 TRTEATE
55150890 165755 43301539
Q37657 07521639 (253,585
(7.245,544) — :
- 4692515
(12.752.368) . ; -
{133.684) {39,701 - - (.573)
I T EELEG ORI
. 48063321 L smsoast . mraeml
42,0812%) - 09352455 - (29309611

Pmmofmwsmshmudmumamhm o CROITRY - QOD9EANE) - (14.768.259)

Saoek optionz woervized. . ares SS—— e 600822 . . i 51614 M3 .

- memofbhmmwmxu L L 6.758 468 _ Tal :

. Net cach usad i Evsaicg activtes S RSOSSN « 711 £ IS -1+ S .} X<
' Efuct of inflaticn 3 _:_ Ll ..... el anen Cumesny | (sssa
Nnmm(ﬁ:nn)mu:hmdm ety 978135 - (25650 - - 17830
Cash ol cach ofyexr.. . ; 10.717.647 11853209 10,139,589
mauwuddm ................ '.._...;;.._...'. P 304%003 _P. 10717647 P. 13953399
. Nuushpmndcdbyopuahngmuesreﬂmashpaymmtsfmmrsnmuxmdcmployupmﬁt
:-shamgasfuﬂows :

‘ ‘ YéarendedDetemberSl,-

W04 2003 g0z
P. sozzm P.5723.667 P, 4852760

9,650,100 12,220,851 8,795,539

2,628,007 3,125,162 3,258,963

Cash flows from prrchases of trading sscuriies during 2004 were P. 22,684 (P. 3,681.411 and P.

) i389,391m2003:nd2002 rmpecmﬂy)andca;hﬂows&omsalcsofmzhngseummdmug%@m?

530,510 (P. 32,243 and P.ZBS 849 1 m 2003 and 2002, respecrively).
Capitaited mrereﬂ

UnderMcmcanGAAP dt:Compmydoesnotcapmhzenctﬁmncmgmstsmmﬂsmdermm.
Under U.S. GAAP, interest on borrowings in foreign cumrencies or comprebensive financing costs for borrowings

'mpsos,nmstbcccns:ckmdanaddmmcostofmnmuctcdassctstobcca;mﬂhzedmplampmpcnyand

equipment and depreciated -over the lives of the related asscts. The amount of interest or net financing costs

.'-capmhzedﬁorUS GAAPmrposcsnvsdetumncdbyuﬁumc:mth:Compwfsweﬂgemmmstof:
'ou:slzmdmgbmmwmgs .
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Vafuan'an of tmv entaﬂa and plant, pmpa‘l} am:f equipment:

- AsprnmslydxscmsedmNot:4 thmughDecunbchl 1996, 1mcmmnngth:mhphm:plam
were restated based on the acquisition date and cost, applymg the factors derived fram the specific mdexes
determined by the Company and validated yanudcpendemappwmscrrcgrstemdmthﬂ:eCN‘BV Smce January 1,

'. 1997, thrﬁhunonm::hodofpizmpmpmyandeqmpmcmwasmodzﬁed,asBuﬂcnnElO:hmma.tedﬂxuscof
appmsalstoresmemvmandplmtpmpmyandeqmpmmt

. mdmmcresmunmahodaﬁmedbytthullcnnB-lo whnchwastl‘tcmcadoptedml%?by_
the Company as described in Note 4, is not acceptable for U.S. GAAP purposes; consequently, the difference
betwemdnsmethodmnithem:tﬂumtnfmmandplmgpmput)andeqmpmembaseduntheNCP‘[was
talccntoﬂu:US GAAPreconc:hanommbsemmﬂyprcsm:ed

- Asaresuhofﬂnscmnpmson mventories, plant, p-uputyandoqummmr andstockholdcrs eqmty .
mcrcasedby P4,239,874 (P2.915,000 in 2003), mﬁdacdeprauaumexpenseforzw mc:usedby?2247562
{P2,102, SSO:ndPJSOSGTSmZOO3and2002, rspem-cty)

Accruedvacation pa}

Through December 31 2002, consolidated finzneial staéments md:f Mexican GAAP recogmzrd the

" :expense for vacation pay when paid rather than dunng the vesting period. Far U.5. GAAP purposes, the Company
" has determined the accrued liabiliry for vacation pay at December 31, 2002, and accordingly, has adjusted the

cxpensefor\mnunpaydutmgﬁ:rpmodthmcnded.AssmedmNotel beginning m Janmuary 1, 2003, Mextcan

) Wmm&nxmmpaybcmgmmd“hmamﬂd,m:hmnmgﬂmmﬁumbcmMmmmd a

US. GAAP.

qumvd income fax cmd dcferred anplo}w prof it .rhanng

. UndchcanGAAP defmedmmmdemmedmxmﬂlyaﬂtcmpmmdlﬂ'&msm
balanccsheclsaccmmtsfnrﬁnanﬂal:ndmrtpcmng;nnposcs usmgth:cna:mdmconwtaxntcat&r:ba.lm

Smexmn of Financral Accouanting Sta:m:lards No. 109 ("SFAS 109") "Acrounting for meome mm,
requires deferred income tax be determined using the liability method for all temporary differences berween
ﬁnanmzlrcpomngmduxh:scsofassemmdhah:huesmd!hatmhdﬁamcebemﬂsweda!hemned
mmmcuxmtesforﬂryursmwhxchsuchmwﬂlbepay:blcormﬁnxhble

) meCompanymreqtmedwpaymapbyeepmﬁtshmngmmdancewhhMeﬁchn‘hbmhw.

Deferred employee profit sharing under U.S. GAAF has ‘been detenmined following the guidelines of SFAS

No.109. Under Mexican GAAP, ihcdcfurrdpcxnmofcmployupmﬁtshatmgudmmmndmmnporrynm
recurring differences with a known tumaroupd vme. .

ﬁedefmedtﬁadjmmmhmhﬂedh:ﬂmnﬂmcmmdsmckhoﬁasmwrmdﬁzdms also
mh:dﬁth:cﬁ':c:of&fmdmescnﬁuothuUS GAAPadjusmtsreﬂecwdmtherespecuvesmnmmcs

. “The d:.ffcr:nces in the recognition of deferred ‘income tax and deferred cmployec pmﬁt shzn.ng(fur
pmposesoflhlsnote,collecnvel) defcnedlaxcs')betweeanm:ndUS GAAPforpmposcsofdmmmmc
statement were as follows:

00Tt P. (451,106)
o P (247.430)
2004, L P1362,309

‘

m:ﬁ':c:ofmcmmxzndcmploy:cpmﬁtshmngonth:dxffctmccbctwe:nth:mducdcostmdl.’m:

. spemﬁc mdenuon ﬁactor \:almon of ﬁxcd asscts and mvemones. pmnmly for operation of the tclephoac plant,
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1

andaddiﬁonallyontheminiﬁmmpimsionmdmﬁwmmﬂmﬁMwﬁMiswpkdumﬁMm
' - " stockholders’ eqmy]'hcrelmdaonmﬂmdamnums at December 31, 2004:nd2003_th:t decreased equity were

i : P.(1.249395) and P. (1,192.201); respectively. = - .-

L 'Iheyeariy,changminthemmumdmmﬁ:rdcfumdtzxesappliédtoequilyasamultofthis
* effect from 2002 through 2004 are the following: o . i
S 2002l Pl 5,604,864
2003........... P 242079
2004 P (57,194)

In 2004, monetary gam of P. 45,958 and in 2003 and 2002 monetary losses of P.74,673 and P. 176,744,
mpem'vdy,mmcddgndmbﬂmccrdmdmm:cﬁﬁuuxzbemﬂz:hduedwamdrcphcmm
whmﬁmofﬁxedassctsmdimmwﬁes,prhnxﬂyforopuaﬁonofthctdcphmphmandaddi_tionzlly(mth:
: mﬁmxmpensimmdsmimilyprmﬁmnliabﬂityadjusuncm,werctahmtocquity,_aspanufﬂlé'i:hzngeofthe

Stgnificant componenis of deferred taxes under U.S. GAAP at December 31, 2004 and 2003 are as follows:

2004 2003

Lmployee . Emplovee
- [ocoms Profit Deferved Iocome Profi Deferred
- : Tax Sharing Tazes Tax Sharing Tazes
Deferred tax assets: ] R j R
Allewanees for bad debts and slow ) . .
maving igventones.. ... P 695563 P 213,645 P. 309,110 P. 785,103 P. 245345 P. 1030448
Tax loss camry forwards : 71679 : 71679 . 5915 3815
Deferred revenues............ 351,664 52,568 . 404232 346123 127,555 473 678
Accraed labilit 164,994 273,198 - 1,038,192 682,753 - 193,968 276,121
Debt obligations exchange loss.... 465,891 465891 SBAATI 84471
) Deferred employes profit sharing, . " 2,054,104 . 2054.104 : ' - .
: - .Toml deferred tax a680.eneruoere oo 3,944 005 1,005,302 4949 308 1819894 1451330 3271233
' ] - : , ”
Deferedtax Habilities: ’ )
. Fixed asterc (EL85605T)  (5,401,446)  (18057.503)  (16203,000) (6246647 (204496500
Invertories, {401,570 (157,114 {538,686) (386,940) (157.948) (344,828}
Capitalired irtetest or net financing cost {701,501} (250,536) (952,037) {T7E,000) (305,625) (1,283.827)
Licenses (134,164) (46,671) (180,835} - {156,403 (48.255) (204,658)
Pencion and seniority premiom (6,550608)  (2,339.503) (®R8%0,111) (6556,116) (Q04024) (8,608,840
Advance payments (409,129 (146117 (335,242}
. Toml deferred tax Labilities. CO853017) (8341387) (29,194414) (24283364) (B.BOR,199) (33.091.663)

Net deferred tax liabikities_ .

. ) For Mexican GAAP purposes, as earlier discussed in Note 16, the deferred income tax lisbilities
: . recogized for the Mexican operations amount o P.18,101,653 and P.21,515,768 at December 31, 2004 and 2003,
' ‘ - -t !1)'- - ) . . .

. The temporary differences, on which the nchannAmmmsnbsxdmrmsrecognmdde&nrdmcs
under US. GAAP in the years ended December 31, 2004 were as follows: :



204

P. 406,986
T 2,654,421
‘1,501,764
f65,020
768,093
5.396,250

Defem:dtaxhahulrtv:

_ Licenses.. - {662.485) . -
Immmnm . 49.0 '

Lo P - o {Imrssyy L
Net defened tuanel i . _' et -~ ‘P. 4,684,739

For MmmGAAPpmposes ase:rlx:rd:scussedml\'otc 16, defarrdmcomeuxassctsofp 5,3”9,575
wzsrecogmzrda:Decunbchl 2004.

Employcs bmeﬁr: obiigations:
- : _Mé\ﬂ'co

In 2004 2003and20m,pmsmnmdsemomypmmrmphnscxpms:mﬂefus GAAP, lma]ch

'3569,515 P. 4,295 668, and P. 3,832 725, respectively. - The components of these employee benefit obligation
" calcmzmdmawordanccmdﬂhcmsmsofSnmomemdAmmngSﬂndrdsNo 87(SFASl\o I

87), consist of the following:

' Decethber 31, = - S
T b1 N T
Labor cost...... ... ; fiee. PO RSILS03. 2430654 P 2352072
rma-lmurmemdbmﬁmhmm il . 5610048 1 518924] . 4,861,906
. Projected retarn an plan assets...... . Gt CUTBLEER) . (4200811) ¢ (4313862
_Amnnmnonofpnl:mmcosm . . e ) | 560463 ¢ , 360463 560463 -
- Amnmzlnonofvmmcesmlmmmm o N 569304 907,121 377,145
- Netperiod costunder US. GAAP...—....vooeeocmemaneieno 3369515 AD9R66. TENE
. Net period cost under Mexican GAAP.. e 4339980 5,145 528 4,551,589
Cont reduction undes U.S. GAAF i PO E @020 . P (NLEE)

hhm&ﬁng&e\ﬁmmommmmpnmmdmdwmmmmﬁr&mpmymspmﬁc
mfweachoflh:nmllymandunmamnstamwmamrmfmexhymmmﬁu Each economic
assumption is evaluated annually and rev asnzcesszxyAsstm:puonsusedmihcoompm:monoflhcuelcost
under U S, Gmfxmhofﬁeymmmdmﬂmabowmblcareequalmrhoseusedmth:demmm:nonof
loyetbeneﬁt obhg:nmsdtsdosodmNoﬁe 7
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" The changt in plmsfmded status undexUS GAAP is as follows:

. T 2004 M
le:uetsmexms(shmui)ofpm;medbmﬁts_._._._- P.- 4380919, P. (936,862)
Unamortized artuarial foss. ... : 16,123,857 . 18,483,387
Treasition tability..... ... : ) L SLUITIS2 5 2,646,439
Past mucuandchmgﬂ mplan_...... [ y _ 273,160 2

| Projected netasset... — fiiaeiae P 23393028 P.20,497,241

© The weighmd-avmge'néset sctial allocation of plan assets by asset rzn-gury 1sas follows

- L ' . Pmtnnge of plan nssert at December

al,
R 2004 - 1m
b quutysecmues R . o . ) .
Mextcan comp . S 406% 389%
LS, COMPRTILS......oooor oo ¥ LM%
Debi securities : ST ‘
- Mexican Government. . it - 318% A%
Mexmpﬂvnu pran . — 23.9% - 193%

_ Toul e i i '; . j'_j' RN mooﬂn. ST 1000%

Theassetailocauonofplana.ssetsnDecembeﬂl 2004:nd2003:nd&h:tz:getaﬂoauonfnr20055y
assetwegorymasfollows Ce L .

B Tlrgil

alloration ~.. = - I .

08 2004 2003 .
Fixed-income securities '_ . S060%  SS56% S9d%
Variable. ux:omemmm L A030% 0 wWan T 406%

'Hrnrgc:assctaﬂocznmsrcﬁcﬂth:Compmysmxmmrsum:gyofmaxumnngm:meofremmon

o phnasﬂsmdthcrestﬂungﬁmdedsm wnhr.nmmpmmalclc\relofnsk

. AschmemberH 2004, semmneshcldbythcplanmchd:d1562mdhmshmuof1’ﬂMEX(2062
million shares in 2003) and 1,056.9 million shares of related parties (966.9 million shares in 2003), with a fair
value of P. 4,416,759 (P. 4,034,331 in 2003) and P. 34,967,367 (P. 21,766,883 in 2003), respectively. In 2004, the
plznpmthascdlBﬁmﬂhonshm:ofrclnedpunu(@lmdhonshatum"OOﬂandsoldIOSSunllmsharuof
related parties. In 2003, ﬂmphnsoldosmdhonshamsofmm(,dlwdmdsmedbythrphnm2004wut

P, 327870 (P 183 228 i m 2003)

Asochcunbchl 2004 sccurm:shddb thz lzna!somr.hxded? 123470(nou.ona.lmmnn)of

. TELMEX debt securities (B. 162,645 in 2003) and P. 19719943 (notianal amourt) of related parties” deby

securities (P. 9,313,496 in 2003), with a fair value of P. 176,762 and P. 20,749,822, mspccuvd}(l’ 166,036 and P.

. 10,024,132, respectively in 2003). In 2004, the plan purchased P. 1,162,857,200 (P. 409,403,791 in 2003) and sold
P, 535,799.884 (P. 408093727m2003} of related pames debt securities, and purchased P. 4,609 'and- sold

P. 22,394 (P. 147,792 in 2003) of TELMEX debt securities; mtefest income recogrized by the plan in 2004 was

T p 16,366 (P. 13,255 n 2003) on TELMEX securties and P. 87,066 (P. 42,706 i 2003) on related parties

securities,



4500027 .
4 TI1560 L

009..... j NUREE ‘4970529 - :
20102014, L menem
= Towl 75 PSR

‘l'Thcmvammtpohcaﬁofplanassctsmth:funmmg" R I
Taxnﬂcslsmm&by:hthﬁmsiryofl’man:cand?ubhcc:edn

' crefhtmsnttmonamhmzcdmopemtcmMuum

. - Ta unest at Ieasl 30'/. of assefs m Mmum gowmmm scctmhes rcwtcmd in thc Nauonal R:g,m of_: e
- Secmnesmdintexmedmnes (“ch:stmNacxomlcha!orcsc Intczmed.lanos”) or in shares ofmvcstmnu LA

B _funds in dcbt :nsrmmzms (“soc:edadcs de i inversion ')

s Themm:mmg 70%(maxnm1m)wﬂ}bcmvest:dmsccmncsappmvedbyﬂuCNBV

-j:Bcgnmmngamxatyl 2007 meﬁmdwﬂinotbc:l}owcdwmvestmﬂmalmuofmmlasmsm'

. _»Company 5 umsharcsmmshxmofrelned compames
o-e  Trading:

. f]‘hcftmdmmtsmseamﬂ:sappuvedbyCN‘BVwﬂhhzghmdmg i:qmdﬂyamdcre&nquahty

Plan assets 5tmcture 2

’ .Ensme:hatthc ccmposmmufasselscommgthepcnmcnﬂmdgmuﬂsmﬁicmr&mmmd., B
"_~:l:qmdlry o cuwr gmw&ofpcnsmn obhgzuons : C

Tthompmyspohcyﬂmdtﬁn&inngmmmsmdxmﬂuohhganomof:h.cpensmnplm‘

sbascdmﬁmhmmma}mﬂumofmalshoﬂtcrmmmzstntcsfmﬂmhs:’ﬂytmmMm ‘Before 1984, detn

secmuespeidcdncgznv:mmtmtcsmrealtamsandforthatmsunth:Ccmpanyd:mdndnmwgobeyondA~;

- -twenty years of histonical interest mates, with the purpose to adopt the carrent Mexican monetary policy., Aspartoffd
thepohcysmma,mtrrcstmmusedmthcpm}mmnhoseawaﬂabka:dlcmdeﬁhchst)w .

Th:h:stoncaiwuaga ofrealmtetesrmtcsfm'thclastmrmry ymscn&deecnnbchi 2001 and2002

*. have increased (from 6.45% in 2000 through 6.58% in 2001, and through 7.83% m 2002) as a result of the
gmunnmnmnmrypohcyofgmngmmmasedmalmum In 200! and 2002, mterest raes worldwide have -
ot beenlowerandforthztrc:son,Lthmnpanyc’eudednmwmod&fydxscmnnmalmtm:smdmmml: :
fr projocuonszrZOD.?and"OOS e )

L ¥

';Ass:tuwsunﬂnsufﬂ:cpensmﬁmdmusﬂ)emadcthmghmmocabitmm setupw:ﬂ]aﬁnmai . j



. The unrecognized net transition obligation under SFAS No: 87 of P. 6,351.490 a1 Jawary 1, 1997, is being
amortized over the avetage future working lifetime of the employee group, which has been detenmined to be 12
“years. The portion ‘of the unrecognized net (loss) gain that exceeds lo%ofthegrmyu'ofpmjacmdbeneﬁl

© obligation of plan asset, will also be recognized over 12 years.

In 1995, consistent with the deferral of the unrecognized net (Ioss) pain, TELMEX included m income of
such year an amount of P. 742,782 as mopetary gain on the unfunded liability 2nd deferred P.3,910,691, which
represented the difference between the amount credited to income and the full monetary gain on the unfinded
Liability, For 1996, the Company did not defer the menetary gain for such year, as the rates used in the 2cruanial
‘study were similar to actus} inflation for 1996, and amortized P. 204,748 of the monetary gain deferred in 1995.

' The monetary gain deferred in 1995 is. being amortized in 12 years. In 2004, 2003 and 2002, the Company
.- amortized P. 336,907 each year, on the monetary giin deferred in 1995, At December 31, 7004, the balance
- - pending of amortization was P. 1,010,716 (P. 1347,623:02003). - .. - . o e

Brazil .
Defined Contribution Plan:
e

Beginaing bilance at Auguist 1 - unfundéd liability (%).....". P, 595,006

. Plus - adjustments for percentage yield on plan assets. ERETEE I 47" R
Less — payments duning the year e e il e (148,882)
Effect of inflation S i (24,638)

' Ending balznce ST e P. 738,820

Marching conmbution plus risk benefiss........oocooceoeree, © P 36,712

- (*)The unfunded liabiliry of P. 655,369 as of Jaiwary 1,.2004 iepresemted the amoiimt due by the plzn

: :"sponsm'forthephﬁdpams'ﬁmwignud&ommed:ﬁmdmﬁtplm&médcﬁmdmnnihudmplm. This

liability is being amortized over a period of 20 years from Jamuzry-1, 1999 (according to a specific cash flow
schedule}. Any unpaid balance is adjusted monthly based on the retim on the portfolio assats at that time, subject
toammh:mincrusgbasedmmcGenera!Prichnda;(IGED!)phxsﬁ%p.a T '

Planass‘et's : ) - :
i Pension assets wtaled P. 5,240,894 at December 31,2004, The Telbsﬁuximanagmsed:m match the plan
assetswirhbcncﬁtobligztimsovuth:long—mBmdlimpmsiouﬁnnkmkubjmmcuuinmsni;&mrﬂﬂiag
tolhs_i:abililytoin’vcstinfurdgnassetsmdconscqmﬂy,thgﬁmdspiimaﬂyiny&inﬁriﬁlimmniﬁ:s.ﬂndu
its cuemt investment strategy, pension assets of Telos are’ allocared with a goal to achieve the ‘following -

- distmbution:

"~ ~10% in nominal boads o guarante the short-term liabiliies - v 0l
-75% in inflation-indexed bonds to' guarantee the long-term Liabilities .~ . 7o 7
-10% m stocks to hedge an unexpected decrease in the long-term real intarest rate
-5% in real estate as a smatégy of diversification = - - . .

- seck the duration and corvexity matching between its assets and labilities

The asset allocation of plan assets ar December 31, 2004 by asset catégory is as follows: -
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 opaid:

Defined ~ Defined E
BenefitPlan  Commibution Medical Plan " Total .

Plan
78% 96% - 9% . B®% .
14% : - g%
[ ) Lo, 4%
1% 2 1% T
100%% - 100% - 100% 100% .

'I‘elnshu&mmmddmmmﬂmwdlmgmmdmmmoféo%buedmhmal .
mmdthemmwh:chadpmmnsmmadcmthoselnmcﬂrm andhcwllmeadpmwm '

" determined.

Estimare future bmq'is paymients

The following benefits payments, which reflect expected future service, s appropriate, are expecied to be

. Years * °  Benefit Plan Medical Plan - *  Toml peryar
=T 2005 TP, 399,641 P. 61812 P. 464453
2006 : - 415394 -T2 - LT 487036 0 -
2007 ‘ 431,317 . . 138 © 510672 -
2008 o 447,354 87686 - . . 535,040
2009 . - 464,151 s 96708 " 560,859
2010:02014 : 2,570,334 - - 645804 " - 3216138

Total. - __P. 4728191 P. 1,046,107 3. 5,774,298
Concentrations of Risk

Canmﬁrmalmnunmspommﬂywbjmth:Compmymmm:mnmsufacdnmk Thﬁc

financial mstruments consist pnmarily of wade receivables and temporary cash nvestments.” The Company places N
nsmowycashmwsunmmmﬁhghardﬂqualnyﬁmﬂmnmmmd.bypohcylnnrrstheammmtof '
. crcdnuqmstrctumyﬁnmualmsnmum '

Approximately 30% of Embratel's emplnyaes are afﬁh:n:d with swte and/or mmnmpal labor unions - -
* (Sindicato dos Trabalhadores das Emprasas de Telecomunicagdo, knovm as Smmel), which is associated with the - -

- Federagdo Nactonal dos-Trabalhadores am Emprasas de Telecomunicagdes e Operadores da Mesas Telgfonicas, - -
known 2s Fenattel, or with the Faedaragdo Interestadusl dos ‘Trabalhadores em Empresas de Telecomunicagdes.

known as Fittel, with- which labor agreements are negotiated.’ Apprommately 0.3%, 18% and 14% of the’

: employees of BmszICcmcr Star One and Vcsper rmpccm:ly are assoc:a:rd wxﬂ: labur umcrns

‘Labor agreements are negotiated for BrasilCenter employees with the sate Iabor umions of each ufmsﬁve-"' L
. different states where BrasilCenter operates, and for Star One employees with the labor union of the state of Riode - °
. Janeiro. Labor agreements are negotiated for Vésper employees with the laber unions of the state of Rio de Janeiro

and S3o Pavlo. Embratel’s relationship with its employees and their union are generally good.: Embratel has not
experienced a work stoppage that has had a material effect on our operations for many years. The labor agreements .
with ali of our employees have two-year term, except the iabor agreement with BrasilCenter employees in the cities
ofRJbe:rinPrcto qudePoraandRmdeIme:ro Forthel:boragmememswnﬂatwo-mmm,someeconom L
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. 90,060,874 (P. 73,525,361 m December 31, 2003), .

issués (c.g. salanies and benefits) pu'lzmmg to the laber agreements are sﬁbjeét=in m'lsmn afier 12 momhs
. Currently, the labor agreements for employees of BrasilCenter, Embrate] and Vésper are effective. )

© ' Thereis nocmcennanon of available sources of laborsuvms, concessions or nights, other than r.hosc

Effects of h‘[ﬂ.ariqn accounting on U.S. G44P ad;mm -

To determine the net effect on the consolidated financial statements of recoguizing the adjustmerts . . .. -
ibed above, itbm'w'mpmm:cﬁmdappbﬁg.thchkﬁmwhﬂ:ﬁmmmﬁn&'

= prmrisims(dtsmbcdinNos:l)tq_Madjm.Thmeﬁtmmukmmmcmsidﬂzﬁmﬁxﬂmpmpamﬁ
¢ of US. GAAP reconciliations of net income, operating income and equity. = * B : ’ L

Disclastire about fair valua of financtal strumenrs: -

" In acoordance with Statement of Financiat Acommnng Slanda:ds Noij'léf' (“SFAS "107™); *Disclosures

about fair value of financial instruments,” under U.S. GAAP it is necessary io provide irformation about the fair

va!ueofcquﬁ:ﬁimcialigmnmmforwhi:hi(isbﬂcﬁczhlgwesﬁm:mdﬁnm.'{becanyingammmsof
cash and short-term investments, accounts receivable and accounts payable and zccrued habilities approximate fair
vahues due to the short manurity of these instrbents, . A :

The fair value of totat déb, excluding capital leases, is estimated using discounted cash. flow analyses

A - based on current borrowing rates offered to the Company for debt of the same rémaining maturities and the market -
value for the convertible seniar debenturés and senior notes at Decétnber 31..2004 and 2003. A< of December 31, -. .
2004, the carrying value of total debt iS P. 88,572,414 (P. 70,079,624 at December 31, 2003) and the fair value is . -

. Bu:fnié.{s_ c&ﬁbmé;iom and goodwill and é;her_lnr&h:grb)é @ed:

- In June 2001, the Financial Accounting Standards Board (FASB). issued Statements of Fimancial -

-Accounting Standards No. 141, (“SFAS 1417), “Business combinations,” and No. 142 ("SFAS 1427), "Goodwill, -
- ~and other intangible assets,” effective for fiscal years begimming after Deceriiber 15, 2001, Under the new rules, :

‘goodwill and intangible asscts deemed to have mdefinite lives will no longer be amortized but will be subject to |
- anmual impairment tests in 2ccordince with the Statements. Othe? intangible assets will- continue 1o be 2mortized

over their useful lives. The zpplication of this pronouncement did not have any effect on the Company's financial
positimioronitsmsnltsof'op;mﬁons. T - LT oo

Reporting comprehansive ncome: o

Camulative effects of the deficit from restatement of stockholders” equity, deferred taxes on the difference

Jbetween indexed cost and ceplacement cost, effect of available for sale'securities aud effect of translation of foreign
entities, as adjusted for U.S. GAAP purposes, included in comprehensive income at December 31, 2004, decreased

. {increased) stockholders” equity by P. 39,902,814, P. 2,071,791, P.L104,876 and P. (769.322), respectively. -~

© - Comalasive effects of the deficit from resatement of stockbolders’ equity and deferred faxes cm the -
difference berween indexed cost and replacement cost, as adjusted for US. GAAP purposes, inchuded tn .
compreheasive income at December 31, 2003, decreased stockholders' equity b_y P.37.736,330 and P. 4,806,070,

respectively.

Aceounting for dertvartve huﬁmmm and hedging activities: '

For US. GAAP reporting, beginting January 1; 2001, the (,:umpzny adopted Statement of Financial

" Accouming Standards No, 133, (“SFAS 133"), “Accoumting for derivative igsmuinents 2nd hedging activiies” as
‘amended, which-establishes that ait derivative instruments (mcludmg certain d::ivgtive msmmts embedded -
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. .omucm)moum&rmgnmdmﬂxbdmcshmummhzbﬂmaxthﬂrﬁrms:Mdngm__':
., their fair value are recognized immediately in eamings, l.m.lessmedcnvam'equahﬁmasa ‘hcdge asdcﬁncdm o
T SFAS l33fnrwh1chcutamspeculaccmmtmgnﬁmmupmmd. . . =

Thcprmcnpaldxﬁ'umcebctmeFASlJBmdBullmC— aﬂ‘cﬂmgﬂnecompmyrelatwmlhe

reqmrunmistnapplyﬁxhcdg:mu:mng, SFAS 133 provides very specific requirements to quabify for hedge

accounting at inception and during the term of the hedging relanionship.  Under Bulletin C-2, hedge accounnng is

: pummdwlmﬂmCmpmyhsth:mtmhcdgcznd&cdﬂnuwmmmthusmhrnskchmc

wth:mderlwzgassﬂorhzblhtybnnglwdged L 5 R
“As of December 31, 2004 :md2003 th:dﬁ:mnccsmaccmmungfnrdenmvemmmbaween

" Mexican and U.S. GAAP, as they relate to the Company, mﬂmdmcuumadpsmmmﬂ:mnhzumdmt

mcnm:mdt}mrecnncxhnnonofswcklwlduseqmtwaS GAAP, whxcharecxplam:dasfollows

L UnderBuHmC-Z,mmeswapsmgouaeduﬁdrmmofhcdgmgmmmemkmdm
"+ Company’s indebtedness should. be accounted consistently with the underiymg hedged item  Mexican
GAAP does not permit the recogmition of hedge debt mnstruments at fair value. Accordingly, the estimated

fair value of the denvative instrument qualifying as 3 hedge of an underdying debt instrument 'is not
mognmdmthchzlmmshn&mdﬁeeﬁ:ﬂsm&emmmwmommdumﬁeﬂmmr -

debt acerues, Under SFAS 133, the interest swaps did not qualify as a bedge; thﬂ'e&mthcfmtﬁhxemnsi .
bcmcmdedmﬂmbdmeshmzndﬂmchangmmfzuwhzrmgmzcddtruﬂywmmgs

.-: Asochc:mbuBl 20041m12003 tlnesumamdfmrmhmofﬁmsemterestuﬁeswapsﬁmwmum

‘ mmgn:zcdmﬂ'tcbalanceshcetundaMmcan GAAP were asset of P. 593,139 and P. 193,565,

" -respectively, the effécts in ‘eamings have been reflected as a gain (loss) of P. 409408 in 2004, P 461 2l .

2003, md(P 279026)1112002 mthcrecmmhmmofnclmmnmmus GAAP
Stock apﬂan: ( A A .

Under Mexican GAAP, TELMEXrecmdsuommpaxsa.umexpmscmﬂxmmthaesmckopum

‘ '.‘UndaUS GAAP the Company recognizes a compensation expense’usmg the intrinsic value-based method of :
'-_ammmnngprcscnbedbyAPBOpimmNu 25, “Accounting for stock issted 1o employees.”-as allowed by "~ 7 -
Statement of Financial Accounting Standards No_ 123 (“SFAS 1237), Accomnngfm' stock based compensation.”

Under the intninsic value method compensation expense is recognized as the differences between the quoted market
price at the date of grant and the exerciée price paid by the employee. Ifnopayman:smqmndﬂ:ccxpmsc:s

basoécnthcquuﬁedm::kﬂpnccofﬂmCompanysshmsmdmdncofgxm
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- Information rclzmdmupiinﬁsis summarized below:
‘ ‘ " Number of stock

T S " options (in millions)
Q!E‘_‘E@ﬂ!ﬂ Im!l"l 200? e . CIL2 )
o Emc:sed ettt : . — e (08)T
. Onmandmgglgg@mzj 2002 e 103 .
EROTCIsed oo i i e e e s
Quisianding st December 31, 2003 oo 117,
Graared.......... e i B 1)
‘ Exercised : : : os 1)
Outstanding st Qg_egmgl 2004 ... ., R R . '

- Hadcmmsmmcoﬂfmsmkopumplmsbmmmgmnduungﬂrﬁ:rwh&bascdmnhodof
accountng at the date of gramt for awards m 2004, 2003md2002asdeﬁnedbySFAS 1..3 1h:CcunpanysUS
GAAPn:tmmmcandnﬂmmm:pcrshamwmﬂdhavcbccnasfoﬁcws

Year ende'd Dmmbﬂ' 31, .
- o : - 004" - - 2003 Cooag0e .
Neti ereemes : ) : . P28234.653 - P22833,267 . P.19425470
S:_nck_—b_amdm;;_, jon cost includ: ‘_ﬁ_x'nct_ B R
- {10,469) T

Stock-based compensation cost that would have
been included in net income if the fair value © Bl
based method had been applied to all awards . (98 068) -+ {98,661) e

" Pro forma net income a if the fair value based

method had been applisd to all avards ... P38221,%67 P 12,724 139' " P.19.415470-

‘ ‘ Elmmgspershare(mpesns)

Basie: - . . - . . o
Ay reported — P.2362 - ' P 1.833 P. 1.496
Pro forma. ..., COP236) - P 1825 - P 1.496
As reported.....in; . " y .. P2353.70 ¢ P.L7B6 P. 1474

Pro forma i 2382 T RALTILT  POLAW

Fmpnpossofﬂ:mpmfozmadmlos‘mt!wmmawdfmrvahxeofmecpmymtedwmmmmdm )
expenseoverthcopuons vestng period. The fair value for these options was estimated at the date of grant, using

a Black-Scholes option pricing model with the following asswmptions used for grants in 2004 and 2003: nisk-free

interest rate of 9.68% and 9.48%; dividend yield of 3.84% and 3.61%; expected volatibty factor of 18.5% and
270"/-,andacpecmdnpnanh£eof10°-=nd32yra:s,respecnvdy '!hefmr\.mofdxopnonsz::hzchmd

grammZOMandZOOBwasP 6.42 and P. 8.19, respectively.

Impafrmmt ar dfsposa! of lang-lfved assets:

In Augusl 2001, I.’m- FASB 1ssund Smtunu:u oi' ]-'m.mcml Accm.lnung Sta.miards No 14-4 (“SFAS 1‘%4').._

“Acconnting for the impairment er disposal of long-lived assets.” which addresses financial accounting and .

seporting for the impamrment or disposal of long-lived assets and supersedes Statement of Financial Accounting

Standazrds No. 121 (“SFAS 1217), Acommngforthemlpmm:ntoflonghwdmmdforlong-hvedmm, e

be disposed of, " and the accounting and reportng provisions of APB Opinion No. 30, “Reporting the results of

operations for a disposal of a segment of 3 business™. SFAS 144 1s effectve for fiscal years beginning after - -
December 15, 2001, with earlier application encouraged. " The Company adopted Statement 144 25 of January 1, -+ |
_”002and;hcadopuqnofﬂnsShmdzdnothattmxmppd_onﬂmUS GAAP&]malpoﬂhmandresqltsof: e
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Accounting, jbr. cartain ﬁnanciai tnstruments with char'd.c:&i;'n'cs of ba#; Iiabfl!ﬁés an’J ég;uiiy'

-In May 2003, the FASE issued Statement of szncul Accmmnng Smd:rds No. 150 ("SI-‘AS 150‘)

-“A&omugfucumnﬁnmﬂmsumwﬁlmncsofboﬁlhablkmmdequny The Staternent
- establishes standards for how an issuer classifies and maacures certzin financial instruments with characteristics of

both liabilittes 3nd equity. TheadcpnmofSFASlSOdldmthzvcznmpactmﬁ::US GAAPﬁnmnal

-mformation.

' Consalia’aﬁon af -.'aﬁabie m:enst mm‘m: A

In Jarmary 2003, !hePASB:smedImuwmmmNo 46, Cnnsohdznmuf\mzblemteuuncs as

amended - Imterpretation No. 46:dd:usahcwm;dmnfymahkmmmsandm1desgmdameasm

how a company may assess its interests in a variable interest entify for purposes of deciding whether consoldation

B ofdutmmyusrequxrccl'l‘h:adopnonoﬂmuprermMNo 46d1dnothzvcanm:pzrtnnde5 GAAP financial

information

Staremm: qf e.rrhanges of rran-moncm'ry assem

On Dcocmbt:r 12 2004 The FASB lssued SFAS No. 153 “Statement ofexd:zngcs ofmmoncmy :

assers”, an ameéndment of APB Opindon No. 29. This Statement is the result of a brodder effort by the FASB w0

improve the comparability of cross-border financial reportmg by working . with the International Accounting
Stzndards Board (IASB) toward development of a'single set of high~quality accounting standards. This Statemeny -

amends Opinion 2% 10 ¢liminate the exception for non-monetary exchanpes of émilar productive assers and

- replaces it with 2 general exception for exchanges of non-monetary assets that do not have commercial substance.

A nop-monetary exchange has commiercial substanice if the fature cash flows of the entity are expecied to change
significantly as a result of the exchange. It bocames effective for financial statentents for‘fiscal periods begaming

.. .aftez June 15, 2005. Tthuananybchcvesthatth:zdopuonﬂnsFASBwﬂlmthw:mctonm ﬁnanual
_ posmon,mxl:sofcrpcrauonsurcashﬂcws o
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] NetmcumemdﬂUS GAAP

. Wug!ned umge cmmnan shm oumandmg (in nu]hom)

Summa.'} .

. Netmconm.opeﬂnngmmmeandmlsmckho!des equ.ny wmmdmnkemmmmthcmnmal
dtffctmocsbcmmMemcanGAAPandUS GAAP arc as follows: -

: Y&rend;d!)emnber'ﬂ. T .
g RPN ‘ LT el - =-;2.'!12-_',=L-""‘-'
I\nmomeumpnrudmdﬂMmmGAAP i P TIAISNE P, 23614.906 P. 21,402,713

_ US. GAAP adjustments:

Capitalived irterest oy net fineneing cost... : SR 54328 103 637 . . #0'7,478
Deprecixtion of capitalized interest. S S o _‘ A{560,081) (578,050) - {523,656)
Amucdwuuwpay...__......- et eaaien . . {6.578) . (96,691)
.. Deferred income tax under 1.5, OAAPmcludcdmthnmmmhlnon. ...... - LE3R34l | (268866 - {(308,393)

Dcl'medempluyeepmﬁuhxrmgmdzrﬂs GAAP .

included in this recone istion. .. LA a8 Qaws) .

Deferred employee profir sharing..._.... - {412,559) - 106245 (118,418)

~ Pension and semiority pretiusn plan cost ... OIS PP L T4 850220 it ¥
Dl.ﬂumebemmﬂa:mmmmwfdewemm - S
e:penscb:sed-speaﬁcmdumnnfrmu . . T e T .
andonthe basisof the NCPL....__ ..., e Q247562) - (2,102,550) -(2,508.678) -
. Effect of derivative i 5. ; - e . 400408 . 461811 . (279026)
.’ Stock option plan., . L X a462) . 048 80010 . -
Effectsufmﬂauonlccmmnngnnus GAAP a4 639391 . - 26,43 - ‘835589 -
hﬁmmyl.mue:!onthubonU.S GMPWI: 544260 - T R
. Mingrity mterest . ... (338.725)

 ToulUS. GWnd;mm T 3T . (BL6IE ST .
e " P.18234655 P. 22833268 P. 19425471 1

-1 Basic . i : ; 11.953- L1245 0 12985 . °
. Didated - N . 122020 - 13,101 13,677 -
l\etm:omtpenlmemduﬂs GAAP(inprsca) . . o c. . R
* Basic rveeneereeeeeeee B 2362 P 1833 O P 1496

Dﬂnted_ P23% R L6 P L4

A.ﬂrr giving effect to the fmegmng adpxstmcn:s for pension plan costs, accmzd Yacation pay, depreciation

: bféaplmhzedxmeresLth:dﬂmcbthvomthemsnmmmofdtpreaanmcxpmsclnsequxaﬁcmdmnon

factors and an the basis of the NCPI and stock option plan expense; as well as to the reclassification of the

employee profit sharing expense and the deferred employee profit sharing expense, opnmgmmmcuude:U.S
GAAPtma.lch 38275806 P 37,257'”1 andP 37.381,047, in 2004, 20033nd"002 mpectlvely




- Total nnd:hcldm eqmtymd:rannGMP

B Penision and sexicrity premium phag cost:

- Effect of devivative instrumens.

us. Ma@umwofeﬂ‘emofmﬁnmmmm:y ll.-.m:

imerest or net fnsncing cost .. et _
Accuzmilated deprecistion of capitalized i ornet fi

Deferred income tax on US. GAAPM;mstxhﬂedmths

. reconcilistion:..
Deferred m:ployu pmﬁt:hnngonUSGAAP adjmmn mctudedmlhs

reconcitiation. ..

specific indexation factor vatution of fixed assets and i m\'emmn.

D&m&m&emmofﬁmlmmﬁmm i
hsadm:pmﬁcmdeuﬂwbdonmdoutbebmohﬁ:\!m

Stock optionplan.........cc.cooviiiireieescee i, .
hﬁmtymmenm:hubwcus GMP:d;ummu

met}n:m-u

_Ta;-lus.w,_ad;mmuui.........::....'.ﬁ..’......:
" Toul stockholden equity undér U.S. GAAP.

1494505 -

Deceraber 31

.. P. 83,783.206

o 11440177
ey | asmle)
Cooesme T s

Co@sA - g
7.089,195) .142,820)
1249395 -(1.192.201)
G235836) i
4230874 2915000

03130 193565 -
4540) | (102.401)
(13.957,810)

- (7315591

T Po0s13I08

(6390.911)

PTI98
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Ammded :nd restated bylaws (estaturas sociales) of Teléfonos de México,

: SA_deCV daxed:sofA;leS 2005, wgel.hcrvmhmEnghshmhnon.

LSha:eDepomAgree:mm(mcoxpcutedbyufu'mceloomreg)mam e -‘=.'
stzm:nnnonFomeﬁ(Fd:No 333-11362) ﬁkdm]mmy 14 2000) '

meofAShmtDcpmAgcmt(mcmpmmdb rcf:rcnc:tomxr
regisiration smmmtunFumFd(Fl!cNo 333 12936)ﬁledonhovcmbex 29,

anAgmcnmt datedasof!ulyls 2004 mong'['cléfmnsdeMémo SA_

de C.V., as borrower, the lenders party thereto, Citibank, N A_, as administrative S

agent, and ABN Amro Bank N.V_, BBVA Securities Inc, The Bank of Tokyo- -
Mitsubishi, Fid., Cajad:AhmrosmetedePwdaddeMadnd,Cmgmp
Global Markets Inc | HSECSmnma(USA)kr_,]NGCapmﬂLLCand'nu:

: BmkofNova Scona, astdaledLadAnangers )
Agreememdat:dDecunherZO ZOWbawemCmGlobalTelccom SA.de

C.V. and SBC Imemuationat, Inc. (mt:m‘pmzmdbyrcfcrmcewmrrmmlrepm- '
ouFotm20—Ffon}w}'e=rendedDecqnbe1'31 ZOOO(FI!ENO 1- 10749) ﬁ.l:d -
on May 4,2001). |

Conoessmn datedeth 19, 1976betwemTelcformsd:Mmoo S.A de CV

' a:xiﬂrMmcanM:msuyofConnnm:cauousandTmspummon, mgcﬁlawnh o

an Englich translation (mcorporated by reference to our regxsuamm statement
on Form F-1 (File No. 033-39893) filed on April9, 1991).

Con Amendment datad August 10 1990 between 'I'ekfunos de Meéxco,;

.S.A. de C.V. and the Mexican Ministry of Communications and Transportatian, B )

together with an English transtation {incorporated by reference to our . ;o
regxstnmon smemrm on Form F-1 (File No. 033—39893) ﬁled on Apnl 9, 1991). P

M:nagenmt Senmu Agrcunem dawed .Imua:yS 2005 bemecn Teléfonos de
México, S.A. de CV. andCaﬁoGlubaleﬂ:om.SAchV (Eughsh

’ txmslanoa)

‘ Mmagemtm Services Agreemmt dated Ianua:y 2 200! bcmccn Telrfonos de
Meéxico, S A. de C. V. and SBC International Ma.mg:ment Services Inc.

(mcotpotaudbyrefermcetoourmm:alrepmonmeN-chnheyweuded )

] Deccmber3l 2003(1’11:1\0 1- 10749)ﬁl.ednnhm: 28, 2004)

Ammdmmt, dated Ja.nuary 31, ZWS l.o Mznzgcmcm Sa'w.:cs

| dated January 2,2001, betweenTelefonoschmco S.A.deCV andSBC

lmanauonal Mznagemmt Scn'xces Inc.



